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COMMISSION ON ORGANIZATION OF THE EXECUTIVE 
BRANCH OF THE GOVERNMENT 


(Lending Agencies Report) 


TUESDAY, JUNE 14, 1955 






Hovust oF REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND LEGISLATIVE 
REORGANIZATION OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. William L. Dawson (chair- 
man) presiding. 

Present: Chairman Dawson and Congressmen McCormack, Fas- 
cell, Reece, and Jonas. 

Staff members present: Christine Ray Davis, staff director; Orville 
S. Poland, general counsel; William Pincus, associate general counsel; 
Elmer W. Henderson, counsel to the subcommittee; and Ann E. 
McLachlan, clerk. 

Mr. Dawson. Let the meeting come to order. 

Under the rules of the House of Representatives the Committee on 
Government Operations has been given the duties among others of 
“studying the operation of Government activities at all levels with a 
view to determining its economy and efficiency;”’ and ‘‘evaluate the 
effects of laws enacted to reorganize the legislative and executive 
branches of the Government.” 

In accordance with this directive this committee has been engaged 
in a number of studies and investigations aimed to improve the oper- 
ations of the various departments and agencies and to promote econ- 
omy and efficiency to whatever extent is possible. 

The Speaker of the House has referred to the Government Opera- 
tions Committee a number of reports of the Hoover Commission on 
Organization of the Executive Branch of the Government. The sec- 
ond Hoover Commission was created by act of Congress in July 1953 
to study and investigate the present organization and methods of 
operation of all departments, bureaus, agencies, boards, commissions, 
offices, independent establishments, and instrumentalities of the Gov- 
ernment except the Judiciary and the Congress of the United States 
to determine what changes therein are necessary in their opinion to 
promote, economy, efficiency, and improved service in the transaction 
of the public business. The Commission was directed to submit 
interim reports and a comprehensive report to Congress in which it 
may propose such constitutional amendments, legislative enactments, 
ak administrative actions as in its judgment are necessary to carry 
out its recommendations. 

The Subcommittee on Executive and Legislative Reorganization of 
the House Committee on Government Operations is today holding 
this hearing on the Report of the Hoover Commission on Lending, 
Guaranteeing, and Insurance Activities of the Federal Government. 
This report was submitted to the Congress on March 14, 1955, and 
printed as House Document No. 107. 
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The subject matter dealt with in this report and the agencies of the 
Government involved have had a long history and a profound impact 
on the American people and their welfare. Flundreds of thousands of 
citizens have been able to own their own homes at reasonable rates of 
payment and interest as a result of the programs of the Federal 
Housing Administration and the Home Loan banks. Veterans re- 
turning from military service in wars to protect the very existence of 
our great democracy have benefited from the assistance in loans, 
mortgage guaranties, and insurance they have received from the 
Veterans’ Administration. Many have been permitted to purchase 
homes for their families and to enter into businesses for themselves as 
a result of this Government program who otherwise may not have been 
able to readily pick up the trail of life where they were interrupted by 
the call to higher service. Our farmers have gained a prosperity and 
a security never before attained as a result of the credit programs of the 
farm Credit Administration and the Department of Agriculture. 
Millions of bank depositors need never fear a repetition of the disaster 
of past depression bank failures as a result of the insurance program of 
the Federal Deposit and Insurance Corporation. Our international 
relations have been measurably improved by the lending and credit 
programs of the Export-Import Bank and other agencies dealing in 
these matters. The freezing out of the small-business man and the 
growth of monopolies is being checked to a great extent by the financial 
help given to small business by the Small Business Administration. 
Bright lights are shining in many a remote rural area as a result of the 
loans to cooperatives of the Rural Electrification Administration. 

These and other measures for the welfare and betterment of the 
American people had their inception in and were the means employed 
to defeat the hysteria, fear, and inaction of a great depression which 
embraced and strangled the economy of our Nation. It was in 1933 
in invoking these and similar measures that a great American told us, 
“We have nothing to fear but fear itself.’ 

All of these programs and the agencies which administer them have 
been under the scrutiny of the Hoover Commission. The recom- 
mendations made to us not only go to the manner of operation of these 
agencies but in some instances to the continued existence and the 
worthwhileness of the programs themselves. 

The Committee on Government Operations is cognizant of the tre- 
mendous responsibility it carries in evaluating and acting on these 
recommendations. For this reason it is seeking all of the pertinent 
information available to enable it to reach a wise decision. 

So in opening these hearings, we are seeking light on matters that 
affect every section of our economy, probably affect everybody in this 
Nation—business, big business, little business, the small man, the 
poor man, the veteran, and so forth. 

Mr. Hollister was to be our first witness, but at this hour, 10:30, he 
is called before the Senate Committee to there accept a very respon- 
sible place in our Government. We are sorry he is not present at this 
time, but he will return to us later on. 

At this time, I am going to call upon as our first witness, Mr. Paul 
Grady, chairman of the task force on lending agencies. 

Is Mr. Grady present? 

Mr. Gravy. Yes, sir. 

Mr. Dawson. We are happy to have you with us, Mr. Grady. 
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Will you tell us your name and give us something of your back- 
ground? First, do you have a prepared statement? 

Mr. Grapy. Yes, I have a prepared statement. 

Mr. Dawson. Let me say we are happy indeed to have Mr. Reece, 
who is Visiting with us today, to sit in with us. This is your committee, 
Mr. Reece, and you are always welcome. 

Now will you proceed, Mr. Grady. 


STATEMENT OF PAUL GRADY, CHAIRMAN, TASK FORCE ON 
LENDING AGENCIES 


Mr. Gravy. My name is Paul Grady; I reside in Greenwich, Conn. 
There is a brief biographical statement concerning me in the Hoover 
Commission report. 

Mr. Dawson. Would you mind giving it to us for the record? Those 
present would like to know who you are. 

Mr. Gravy. Thank you. I graduated from the University of [lhi- 
nois where | majored in accounting and actuarial mathematics some 
time back in the early twenties. I entered public accounting in 
Chicago in 1923 and have been continuously engaged in the practice 
of public accounting since that time, except for a period in 1942 and 
1943 when I was an executive assistant in the Navy Department under 
Mr. Forrestal, where I helped to develop policies and organization in 
the Cost Inspection Service in the Navy, which is the auditing function 
of the Navy, auditing Government contracts primarily. 

I was chairman of the task force on lending and related activities 
under the first Hoover Commission and had a similar position with the 
present Commission. 

I am a certified public accountant in New York and some 11 other 
States and have had wide experience in all types of industry as to 
auditing and financial and accounting problems. I have also had con- 
siderable experience in governmental activities, including the exam- 
ination of many of the Government corporations, other than the work 
for the Hoover Commission which I have stated. 

Shall I proceed with my statement? 

Mr. Dawson. Please. 

Mr. Gravy. I would like to say to the chairman and members of 
the committee that I would like you to feel free to interrupt at any 
time you might wish during the presentation of the statement, if you 
think it will be helpful to do so. 

The law creating the Commission on Organization of the Executive 
Branch of the Government, popularly called the Hoover Commission, 
in honor of its distinguished Chairman, had the full support of both 
political parties in the C ongress. Thus the Commission is a bipartisan 
body charged by the law with the pengpenannty of making extensive 
studies of the executive branch of the Government for the purposes of 
improving efficiency, and of eliminating unnecessary and improper 
activities. The benefits of such studies, assuming the recommenda- 
tions are adopted by the executive and legislative branches of the 
Government, would be in the substantial reduction of the tax burden 
on the people and in strengthening our political and economic institu- 
tions which are predicated upon the freedom and resourcefulness of the 
individual! citizen, rather than upon an all powerful state. 
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I assume that this hearing of the House Committee on Government 
Operations is for the purpose of developing a better understanding 
by the committee of the recommendations of the Commission and 
of its task force in the area of Government lending and related insur- 
ance and guaranty activities. Such an understanding, of course, is a 
necessary foundation for constructive legislation. Accordingly, I shall 
be pleased, as a representative of our task force, to render the commit- 
tee the fullest possible assistance. 

The task force on lending was appointed in the fall of 1953. It was 
composed of capable, public-spirited citizens having a wide variety 
in education and experience as well as a wide geographical dispersion. 
Since biographical sketches of the members are included in the Com- 
mission’s report, I shall not add further comments except to say that 
each of them is an independent thinker; and I can assure you that the 
task force report represents the considered views of 10 men after a 
study of Government lending and related activities which extended 
over 12 months’ time. 

As indicated in the Commission’s report, Government lending and 
related insurance and guaranty activities are carried out by approxi- 
mately 100 entities and the total loans, guaranties, and insurance 
substantially exceeded $200 billion. The complexity of the area being 
studied required a qualified and experienced financial investigating 
staff. For this reason Price Waterhouse & Co., a firm of certified 
public accountants in which I am a partner, was retained to gather the 
factual information required by the task force and the Commission, 
Price Waterhouse completed its report on June 30, 1954, and copies 
were delivered to all members of the task force and to the Commission. 
The various chapters of this report were reviewed and cleared with 
designated officials of the respective agencies. This procedure was 
followed in order that the task force and the Commission might have 
reasonable assurance that there would be no argument as to the fair- 
ness of the factual presentation used as a basis for their studies. 

Mr. Dawson. You mean the original study did not result in recom- 
mendations, but merely stated the factual situation. Is that right? 

Mr. Gravy. That is true as to the study conducted by Price 
Waterhouse & Co. I am pleased to report that our staff received 
splendid cooperation and assistance from the officials and employees 
of all of the agencies included in the study. 

The delivery of the report of June 30, 1954, which is appended to 
the task-force report on pages 91 to 257, completed the responsibility 
of Price Waterhouse & Co. The evaluation and analysis of the 
Government’s lending and related insurance activities and the recom- 
mendations for modifications in the various programs as set forth in 
the report dated November 22, 1954, to the Commission are entirely 
the responsibility of the task force of which I was chairman. 

The task force hoped that it would be useful to the Commission, to 
the Congress, and to the executive departments if an objective 
analysis of the various types of Government lending were made and 
if the alleged benefits and drawbacks were carefully considered. 
Accordingly the first 20 pages of the task-force report are devoted to 
these purposes. The remaining 70 pages of the report present general 
and specific recommendations. The task-force report is condensed 
as much as possible consistent with a reasonable coverage of the subject 
matter. The report has been delivered to the members of your com- 
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mittee and I shall be glad to furnish answers to any questions you may 
have. 

If you have studied that report you will see that the task force 
found no fault with the use of the Government’s credit to stimulate 
the organization of new facilities needed in the Nation’s credit system, 
or to serve legitimate procurement needs for defense, or to further 
international political policy. The report directs its criticism at 
Government lending where its object is to help individual people and 
business to improve their cempetitive positions and, in this way, to 
discriminate against those who do not qualify for or do not wish to 
avail themselves of Government loans. The task force strongly 
believes that when the Government grants loans of this character 
the taxpayers are saddled with an unjustified risk and the economy 
is debilitated more than it is aided. 

Mr. Dawson. May I ask vou there: Is that statement based upon 
a study of the losses the Government has suffered as a result of 
defaults of individuals or businesses? 

Mr. Gravy. Not entirely that. That is one factor. I might say 
that is a minor factor. It is merely the judgment that the task 
force was able to bring to bear on its evaluation of all of the aspects 
of Government lending—not only the effect on the individual borrower 
and the effect of Government lending as a whole, but the effect on the 
economy in relation to competitors and that sort of thing. 

Mr. Dawson. When you say “effect on the individual borrower,” 
are you speaking of the psychological effect? 

Mr. Gravy. Not necessarily. It would be whatever the effects 
were. I would like to say our reasoning is fairly well set forth in our 
report; much better than I can give it offhand. 

Mr. Dawson. I know, but you were the head of the task force; 
that is, you are responsible for its recommendations. You read them 
and studied them and know the basis for them and you can give us 
what the bare print cannot give us. You made the statement there 
that— 

The task force strongly believes that when the Government grants loans of 
this character the taxpayers are saddled with an unjustified risk and the economy 
is debilitated more than it is aided. 

That means there must have been some losses to somebody, or to the 
Government, in order to arrive at that conclusion. 

Mr. Gravy. We think on balance that the whole economy loses. I 
go into this a little further, if I may go on with the statement. 

Mr. Dawson. Certainly. 

Mr. Gravy. Among the disadvantages are the following: 

Relieving the owner of the risks and responsibilities of ownership. 
And I might say that each of these is a very minimum statement of 
wording which is further expanded in the report. 

Perpetuating mistaken enterprise and hindering successful enter- 
prise, 

Strifling the lenders’ interest and encouraging the irresponsible 
promoter. 

Strengthening the likelihood of windfall profits and increasing the 
risk of scandals in the Government. 

Mr. Dawson. Did your task force in arriving at those conclusions 
state what particular lending agencies of the Government met with the 
objection there stated? 
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Mr. Grapy. I develop that a little later on in terms of direct lending. 

The foregoing philosophy of the task force is in agreement with the 
provision in the model State constitution prepared by the committee 
on State government of the National Municipal League which says: 

The credit of the State or any civil division thereof shall not in any manner, 
directly or indirectly, be given or lent to or used in aid of any individual, associa- 
tion, or private corporation. 

It was the task force’s conclusion that that principle was no less 
sound in application by the Federal Government. 

Mr. Dawson. Has that ever been put in operation by any govern- 
ment of any size? 

Mr. Grapy. I think it is in operation in the most of our State 
governments at the present time. 

Mr. Dawson. Well, all of them are asking for Federal aid, asking 
for grants of property, and so forth. 

Mr. Gravy. This is talking about the use of State credit. 

Mr. Dawson. Well our Government is a state; the Federal Gov- 
ernment you speak of is a state. It can conform to the credit of a 
State in civil administration, and that statement can apply to the 
Federal Government? 

Mr. Grapy. Yes. 

Mr. Dawson. Or to any nation, to any form of government? 

Mr. Gravy. That is correct. But I want to be sure you under- 
stand this is talking about the use of State credit. 

Mr. Dawson. The Federal Government’s money is what I am 
talking about. 

Mr. Grapy (continuing). By making it it available .to individual 
people and associations or private corporations. That is the point 
that is being made there. 

Mr. Dawson. Then do you believe that at one time in our economy, 
when this Nation let our insurance companies and our banks have 
credit and money, that it was against the common interest to have 
done that? 

Mr. Gravy. No; and that is brought out later. 

The CHarRMAN. Proceed. 

Mr. Gravy. The task force was pleased to find that the Hoover 
Commission also supported this principle when it said on page 3 of its 
report: 

In our consideration of these agencies we have proceeded on the assumption 
that lending or guaranteeing loans is a function which the Government should 
undertake only when private enterprise cannot or will not perform the function, 
and then only in furtherance of a justifiable Government purpose. 

The foregoing general condemnation of Government lending to 
individuals and business enterprises by the task force and the Com- 
mission does not mean that we are recommending the discontinuance 
of the activities of all of the agencies included in this study, because 
very few of the agencies indulge in this type of lending. For example, 
the Farm Credit Administration is not a lending agency. It super- 
vises and regulates the Federal land banks, the Federal intermediate 
credit banks and the production credit associations which are federally 
incorporated cooperative borrowing enterprises. They exist for the 
benefit of the borrowers who supply membership capital and a large 
share of the management. The farm credit system is financed, for the 
most part, with money borrowed from the public by the issue of con- 
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solidated land bank bonds, consolidated debentures of the interme- 
diate credit banks and debentures of the central bank for cooperatives. 
The farm credit system is an excellent example of how Government 
credit can be used to fill a credit need with a planned program for the 
gradual withdrawal of Government capital and control and thus 
assist in the creation of a self-supporting private enterprise system 
having a minimum of Government regulation. The task force has 
recommended that the REA system “of cooperative borrowing be 
strengthened by equity requirements in such a way that it may be- 
come a self-supporting system meriting the same high credit rating of 
the institutions supervised by Farm Credit Administration. 

Mr. Dawson. What is the percentage of losses of the REA? 

Mr. Gravy. I do not know that that can be determined as yet, 
Mr. Chairman. 

Mr. Dawson. Any accounting firm could determine that, could 
they not? 

Mr. Gravy. You can tell how many of the cooperatives—and that 
information, I believe, is given in the factual report—how many of 
the cooperatives are now operating at a loss. And, of course, you 
can tell if there have actually been foreclosures of loans and failures 
that can be told. But the total loss involved in the program, of 
course, consists in adding up the whole differential between what it 
has cost the Government and what- 

Mr. Dawson. One-tenth of 1 percent. That is not so bad, is it? 

Mr. Grapy. I think it is more or less meaningless in relation to the 
whole program. 

Mr. Dawson. That is in your financial statement; you said that 
in your financial statement. You must have put it there for some 
purpose. 

Mr. Jonas. Mr. Chairman, what the witness is saying that the 
task force report says is that the amount of loans in default can be 
indicated by percentage; but, until the loans are fully liquidated, no 
one can tell what the loss will be. 

Mr. Gravy. That is correct. 

Mr. Dawson. Then until they are liquidated, we cannot come to 
any conclusion, can we, about whether they are going to lose anything 
or not? 

Mr. Jonas. That would be a question of speculation. 

Mr. Dawson. That is right. They have been in business since 
1936, have they not—the cooperatives; the REA’s have been in 
business since 1936 and their losses are infinitesimal up to date? 

Mr. Grapy. I should like to point out that the loans are continually 
increasing; new loans are made to pay off old loans and under the 
present program that is going to continue to be true. It is 3 billion 
now and during the next 12 years it will go to $6 billion and maybe 
beyond that. That is the issue we are focusing for your consideration. 

Mr. Dawson. That is true of all big business; it is increasing $6 
billion this year and will increase $12 billion in a couple of years, and 
so forth. 

Mr. Gravy. That is true as to the total capital requirements, as a 
growing business. And the question that raises, and I think the only 
thing at issue here, is what is the sound policy for the Government to 
follow? Is it going to supply all the capital? We think the system 
and the economy would be better off if the members were required to 
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supply enough equity capital to serve as a sound credit base, so that 
they can go ahead and borrow money in the regular credit markets 
and take the Government out of the picture as actually has been done 
by the institutions supervised by the Farm Credit Administration. 

Mr. McCormack. In other words, your argument is based on the 
question of governmental policy? 

Mr. Grapy. That is right. 

Mr. McCormack. What would the Hoover Commission have to do 
with governmental policy? I thought they were supposed to go into 
the question of economy and effici iency in Government. 

Mr. Gravy. I think if you read the statute you will find they were 
also charged with the responsibility of saying whether activities were 
necessary, or were duplicating or competing in any way with private 
corporations, as I remember the statute. The first Hoover Commis- 
sion, I think, had that limitation on it; but the present legislation, | 
believe, is much broader than that. 

Mr. Dawson. What experience has your accounting firm ever had 
to make you believe you are an authority on policy over and above 
those who are engaged in Government? 

Mr. Grapy. As I pointed out, Price Waterhouse & Co.—you said 
my firm—Price Waterhouse & Co.’s responsibility ended with the 
preparation of the factual report. It contains no recommendations. 

Mr. Dawson. But you are the‘head of Price Waterhouse & Co. 

Mr. Gravy. Now the task force has the full responsibility for the 
recommendations. That was made up of 10 people, of wbich I was 
chairman. We acted in that capacity. We brought to bear on that 
our combined educational and experience background, and _ the 
product is the result of 1 year’s study and the combined views of all 
of these people. 

Mr. Dawson. That task force was composed of Paul Grady, chair- 
man; Paul Bestor; George L. Bliss; Henry T. Bodman; William W. 
Campbell; Clifford D. Cooper; Gardner Cowles; Preston Hotchkis; 
Arnold B. Keller, and Albert Leslie Cole, was it not? 

Mr. Gravy. That is correct. 

Mr. Dawson. What one of those men was an authority on Govern- 
ment policy? They were all good accountants and businessmen, but 
what one of them was an authority that would make you consider 
you were in a position to evaluate Government policy when you had 
never been in a position in all of your life in that kind of activity? 

Mr. Gravy. The task force is not posing in any sense as an authority 
on governmental policy 

Mr. Dawson. But you are passing on questions of policy and 
recommending policy. 

Mr. Gravy. We are rec ommending for your consideration the 
policy which in the judgment of this task force based on the amount of 
education and the amount of experience the members have accumu- 
lated in their lifetime leads them to believe to be sound. 

Mr. Jonas. Mr. Chairman, is not the answer to your question simply 
this: We have some recommendations before us; we do not have to 
follow them? 

Mr. Dawson. No; we do not have to follow them. 

Mr. Jonas. Congress is the agency that will make the policy or 
change it, but there is nothing against the law in our considering 
recommendations. 
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Mr. Dawson. But we would like to know what they are; if we are 
going to follow that policy and give consideration to it, we would like 
to know the experience those people have had in Government policy- 
making, who make the recommendations on Government policy. 
They must speak as experts. If they are not experts on it, then, their 
opinion is not worth anything—no more than the opinion of any man 
taken off the street. 

Mr. Jonas. But it is only their opinion on that. Some of their 
opinions will be accepted by Congress and some will not. 

Mr. Dawson. And some were not accepted by the Hoover Com- 
mission. 

Mr. Jonas. I think the reports will speak for themselves; they do 
not purport to bind the Government in any sense. 

Mr. Dawson. But it is our purpose here to try to go over those 
recommendations, to evaluate them and certainly part of that evalua- 
tion must depend on the experience of the men who made the recom- 
mendations. 

Mr. Grapy. The broad outline of their experience is set forth in 
the report. If they are not the kind of people whose judgments are 
worthy of consideration— 

Mr. Dawson. It is not a question of whether they are the kind of 
people whose judgments are worthy of consideration; it is a question 
have they had that background of experience to form a judgment. A 
man may be brilliant in one thing and dumb in another. It is just a 
question of whether any of these men have had any experience for us 
to determine they are in a position to determine and recommend 
Government. policy. 

Mr. Grapy. Is it your feeling or implication by your question that 
they could only get that experience by being in Government? 

Mr. Dawson. No, not exactly; but I want to know just what 
governments have you studied to arrive at a given conclusion. Be- 
cause it must be based upon some facts either in your experience that 
you have gained as a part of your experience, or that you have gained 
as a part of your experience in studying the activities of others and 
arriving at a conclusion. 

Mr. Grapy. Of course, a good part of those lending activities are in 
an area where it is questionable or arguable, at least and, for that 
reason, it is a broad controversial question as to whether the Govern- 
ment should be in certain activities, or not. In many of those activi- 
ties, people got along for a long period of time w ithout the Government 
being i in direct lending. What we are saying in effect is that we feel 
consideration of the proper area of activity for the Government should 
exclude direct lending activities. That is our judgment. If you do 
not agree with it, that, of course, is your privilege. 

Mr. Dawson. It is not a question of our privilege; it is a question 
that I am trying to follow the thinking and know the experience of 
those men who made the recommendations. 

Mr. McCormack. Mr. Grady has frankly said, as I understand, 
that the main basis of the recommendations of the task force and the 
adoption by the Hoover Commission of such of them as they have is 
based principally upon the matter of policy. You frankly stated that. 

Mr. Grapy. There are some of the recommendations that definitely 
relate to policy; that is correct. I do not say they all do. 
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Mr. McCormack. But you just testified that the basic ground is 
policy. I do not want to put words into your mouth that you did 
not say or do not think, Mr. Grady; but I say you have been very 
frank in stating you are addressing yourself mainly to the policy of 
the Government in relation to lending agencies. 

Mr. Gravy. That is quite right, so far as the direct lending is 
concerned. 

Mr. Reece. Mr. Chairman, may I make an observation? 

Mr. Dawson. Yes. 

Mr. Reece. As I understand, the committees of Congress which 
do make the recommendations to the Congress on matters of policy 
ordinarily have hearings on matters that may be pending and call 
before the committee witnesses who are supposed to be informed on 
the subject matter before the committee. And this Subcommittee 
on Government Organization is considering these overall questions, 
and in advance of this hearing, it delegated to the Hoover Commission 
the responsibility of making an analysis of certain subjects and 
reporting to Congress itself. Based upon the facts which the Com- 
mission evaluated and the recommendation of the experts of its task 
forces, presumably men who had experience in their particular fields 
that would enable them to have an opinion that might be worth- 
while, made its recommendations to Congress. This “would appear 
to be not only the usual but the proper procedure. There is nothing 
unusual in the task force or a witness making suggestions the only 
purpose of which would be for consideration by the Congress in 
determining matters of policy. And certainly it would seem in 
matters of this kind that an organization such as Price, Waterhouse 
& Co., that has had experience, would make a very valuable contri- 
bution by way of suggestions to the Congress. It would hardly seem 
to me there is anything unusual in an accounting firm to get the 
advice of experts. They were employed to begin with because of 
their ability and experience in this field, and they have made a factual 
report to the Commission which in turn has transmitted it for our 
consideration. 

Mr. McCormack. I do not think there is any conflict between 
what you said, Mr. Chairman, and what Mr. Reece said, except it 
goes to the weight of the evidence. 

Mr. Reece. That is right. 

Mr. Dawson. Thank you for the contribution. Now will you 
proceed, Mr. Grady. 

Mr. Gravy. The Home Loan Bank System is another example of 
a credit and investment program sponsored by the Government 
which has now become self-supporting and owned by member institu- 
tions. The Government’s responsibility is now limited substantially 
to supervision and regulation by the Home Loan Bank Board. The 
Federal Deposit Insurance Corporation likewise is not a lending 
agency but an insurer of bank deposits, the cost of which are assessed 
against the insured banking institutions; and other examples could 
be cited. 

The only agencies included in our study whose primary purpose is 
to make direct loans to individuals and businesses for the purposes of 
improving their positions are Farmers’ Home Administration, Small 
Business Administration, and Export-Import Bank of Washington. 
The task force recommendations for the curtailment of these programs 
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with brief reasons therefor may be found among the specific recom- 
mendations listed in the index to the report. 

In concluding my general remarks on the way in which the task 
force carried out its work and on the broad principle underlying its 
recommendations, I should like to quote the following paragraphs 
from the report: 


Government lending programs and Government guaranty programs have a 
fatal attraction politically. 


Mr. McCormack. Would you define the word “fatal”? for me, 
please, as you use it here? 

Mr. Gravy. Powerful. 

Mr. McCormack. That is not fatal; it may not be fatal. I think 
in other words you use the word “fatal” to drive home a point. 

Mr. Grapy. That is correct. ‘‘Powerful” might be a better word. 
To repeat, the report says: 


Government lending programs and Government guaranty programs have a 
fatal attraction politically. They can be used handily to bestow favor on par- 
ticular groups of persons. Through them the use of the Nation’s wealth can be 
channeled to those people who are adjudged to have the need but not the means, 
and this can be done in large part without the appearance of taxing those who 
have the means. For lending purposes, the savings and other wealth of the 
people are assembled in one form or another, and through the lending programs, 
they are applied where theit owners would not otherwise willingly apply them. 
Indirectly, this is compulsory lending. It is politically acceptable—even desir- 
able—because the compulsion is concealed by the indirection. Who could object 
to the exchange of his savings for Government bonds? And who really feels 
injury when a bad loan comes to light, as in recent years they have been doing 
with disturbing frequency? 

Because it is attractive politically, Government lending grows and grows. 
Each successive national administration offers more than the last lest there appear 
to be retrogression where progress is desired, and there are plenty of pressure 
groups ready, willing, and able to point to any appearance of retrogression. On 
the face of it, the only way for a new national administration to offer more than 
its predecessor did is to expand the volume of the programs and the fields in 
which they are available, and to ease up on the standards so that more and more 
people can have the advantages with less and less risk on their part. 

In closing this report the task force invites the attention of the Commission to 
recent tendencies toward decentralization of the Federal Government’s authority 
to borrow from the public. Departments or establishments other than the Treas- 
ury are authorized to incur debt either directly or by the issue of guaranteed obli- 
gations, and in some instances, the issues are not counted in computing the out- 
standing national public debt. 

In order to simplify the management of the public debt and safeguard the Gov- 
ernment’s financial position by concentrating full responsibility in the Treasury 
Department, it seems desirable that no Government lending agency, and for that 
matter, no other corporation or agency of the Federal Government, be permitted 
to issue obligations to the public beyond its own established and existing ability 
to redeem them. It seems desirable also that no agency be authorized to give the 
Government’s guaranty on a private debt beyond its own ability to pay from 
funds already appropriated. 


Mr. McCormack. Does that apply to the corporate structure 
recommended in the Rhodes bill, for example? 

Mr. Gravy. In my opinion, it would. 

Mr. McCormack. That is a frank answer. 

Mr. Grapy. I would say that is my personal opinion; I am not 
speaking for the task force in that. 

On behalf of the task force I respectfully submit that these matters 
are worthy of the careful consideration of this committee and of all of 
the Members of the Congress. 

Thank vou, gentlemen. 
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Mr. Dawson. Are there any questions? 

Mr. Jonas. Mr. Chairman, I would like to ask Mr. Grady to elabor- 
ate just a bit on his suggestions on page 5 as they apply to the REA. 
The task force has not recommended the discontinuance of the rural 
electrification program; you are dealing solely with the future financ- 
ing of their program, as I understand it? 

Mr. Gravy. That is correct, Mr. Jonas. We really think our 
recommendations are in a constructive direction of putting this system 
on a sound financial basis so that it can become self-supporting. We 
recognize in the early days of the establishment of the cooperatives, 
expanding into these sparsely settled territories, they may have needed 
subsidies of one kind or another. 

Mr. Jonas. Did you take into consideration the fact it is usually 
stated that 90 to 98 percent of the rural areas of the country are now 
electrified, and are you thinking in terms of future expansion of those 
activities under a realization that most of the preliminary work has 
been completed? 

Mr. Gravy. That is correct. I think the figure is something like 
90 percent of the farms are now electrified. The point we bring out 
and that is all brought out in our report beginning on page 63—is that 
under the present situation there are no requirements for building the 
equity on the part of the cooperatives. So that as it stands today, it 
seems to us that the Government is carrying the full responsibility for 
financing that whole program—in other words, furnishing the capital 
required. As I say, it is $3 billion now; if the requirements double . 
12 years, as it is estimated the electric industry generally will do, 
will become $6 billion. 

The only thing we are saying is that we think the whole program 
ought to be carefully considered to see what can be done to build up 
a sound program of increasing equity so that it can become self- 
supporting. As cooperatives, they would never have to pay the 
taxes that other business enterprises have to pay, and we rather 
think there is no reason, with that amount of help, that it should not 
become self-supporting in other respects. 

Mr. Jonas. Has that been done in the case of the land banks? 

Mr. Grapy. Yes. 

Mr. Jonas. They are now privately owned? 

Mr. Grapy. That is correct. 

Mr. Jonas. And the only connection the Government has with 
them now is for their proper supervision? 

Mr. Gravy. That is correct. 

Mr. Jonas. They are operated, I believe, by their own members? 

Mr. Grapy. That is correct, to a large extent. 

Mr. Jonas. And the stockholders in the banks are individuals who 
borrow money from the banks? 

Mr. Gravy. That is correct. 

Mr. Jonas. They furnish the boards of directors; they elect the 
boards? 

Mr. Gravy. That is correct. 

Mr. Jonas. And it is your feeling that a system similar to that, 
of that nature, could be devised to handle the future REA ac tivities? 

Mr. Gravy. That was the judgment of the task force of the direc- 
tion they ought to take, and we recommend it quite seriously for your 
consideration. 
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Mr. Jonas. You did not mean for your report to be considered as 
being out of sympathy with the REA program as originally begun and 
carried forward to this date, and you have not rec ommended its 
abolishment, or complete elimination of the Government from it? 

Mr. Gravy. No. We think we have recommended that it be 
strengthened as a system of private enterprise. The legislation 
creating REA calls for it to be self-liquidating, as I remember, over 
a period of 35 years. We do not see, in the present absence of require- 
ments to build in equity, how it can possibly become self-liquidating. 
In other words, they will have to make new loans as old loans become 
due, simply because adequate rates have not been set up, and there 
are no requirements for membership capital that would provide for 
the payment of those loans. This is true because the capital require- 
ments of the growing electric system in the rural areas are such that 
it is always going up as far as anyone can see now. 

Mr. Dawson. Mr. Henderson. 

Mr. Henperson. This is similar to the questions which have been 
previously asked, but | think it would be well to get it clearly stated 
for the record. Were the recommendations of the task force in- 
tended to rely primarily on the factual report presented? In other 
words, did you base your recommendations entirely on the factual 
report or on the general philosophy and the experience of the mem- 
bers of the task force? 

Mr. Gravy. The factual report serves as the basis for understand- 
ing what the activity was. That is the necessary foundation, but I 
think the recommendations would always be a reflection of the judg- 
ment of the people on the task force. 

In other words, a statement of fact as to what is going on might 
lead one person to one type of recommendation, depending on ‘his 
judgment and views, and it might lead another one to a different 
recommendation. 

Mr. Henperson. Just a few specific questions about the contents 
of the report. You state on page 25 that some instrumentalities 
engaged in lending should be exempted from the provisions of the 

civil-service statutes. Would you kindly explain what the task force 
ud in mind there? 

Mr. Gravy. We had in mind situations such as the FDIC, which, 
as we see it, is a mutual insurance institution. As such we think 
that it takes on more of the characteristics, and it should take on 
more of the characteristics, of a business than of Government, and 
it is for that reason we think that management ought to have the 
full responsibility, I mean for conducting the business in the same 
way that other businesses are run, rather than to operate it along 
Government lines. 

Mr. Henpverson. How would the civil-service laws and regulations 
in reference to personnel affect the operations of the FDIC? 

Mr. Grapy. In the problem of recruitment, of getting the people 
that they want to run this business enterprise, we feel that the man- 
agement responsibility rests in FDIC and, using that as an example, 
they should have the sole responsibility for choosing employees and 
for setting the work standards and that sort of thing. We simply 
think it is a more efficient way to conduct a business operation. 
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Mr. Henprerson. Mr. Grady, you suggest on page 31 that the 
Housing and Home Finance Agency be discontinued. Would you 
kindly elaborate on that recommendation? 

Mr. Gravy. A good part of the reasons of the task force are set 
forth in the report, but, briefly, it is simply this, we feel that the 
Housing and Home Finance Agency was created as a superstructure 
over three separate and distinct types of activities as a wartime meas- 
ure when housing for defense purposes was a primary objective, and 
as a temporary wartime measure we think probably it had some 
justification. However, from a long-term pull viewpoint, consider- 
ing the character of the three different kinds of activities that they 
deal with it seems to us, that is it seems to the task fore ‘e, unsound to 
combine, in effect, a subsidy and welfare operation, which is public 
housing, with a private banking system supervision which is the 
Home Loan Bank Board System with what should be, in our opinion, 
the self-supporting mutual insurance activity of FHA. It seems to 
us that no one person can do all three of those things without having 
one type of activity carried over into the other, and it is our feeling 
that it is apt to be more a welfare activity that pulls down the stand- 
ards of what is supposed to be a banking supervisory institution and 
a self-supporting loan insurance activity, so it is the judgment of the 
task force that it is unsound to have three such unlike activities under 
one supervision. 

Mr. Henperson. In reference to the college housing program the 
task force stated that the reasonable requirements for this emergency 
assistance had undoubtedly been met by now and that, therefore, 
the program should be discontinued. On what evidence did you base 
that conclusion, because we have had some evidence presented which 
showed just the opposite? 

Mr. Gravy. Well, it was the judgment of the task force that the 
immediate postwar requirements, where so many GI’s were going 
into colleges and universities, created undoubtedly a housing prob- 
lem at that time which has been met, simply because of the passage 
of time. It was met as to those people, certainly, and it is our feeling 
that whatever requirements colleges have for housing they should be 
able to meet them through other sources of financing rather than by 
this type of Federal program. 

Mr. Dawson. We are faced with this situation in this hearing: 
At the time that these hearings were scheduled we did not have in 
mind that our central Government and the Government departments 
would move out of Washington under the civil-defense movement. 

o, there will be no hearings here for the next 3 days. Neither did 
we have in mind that the Congress would be considering one of its 
most important measures and would meet at 11 o’clock this morning. 
We were of the opinion that we could go right on through the day. 
Also they are having flag ceremonies in honor of our flag, ‘and I think 
those should be attended. For those reasons I am going to adjourn 
this meeting subject to convening on Monday morning at 10 o’clock 
if it meets with the approval of the witnesses who are here assembled. 
Mr. Grady, could you return to us on Monday? 

Mr. Grapy. I have forgotten what my program is in New York. 
I will do my very best to be here again on Monday if you want me here 
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Mr. Dawson. If you cannot get here, will you notify us, Mr. Grady, 
because as head of the task force on lending agencies we appreciate 
the value of your testimony. If some of us differ politically in our 
philosophy as expressed in some of the questions it is only in order to 
arrive at a conclusion, and there is never anything personal in any of 
the questions which are asked at any time. 

Mr. Grapy. I fully understand that, Mr. Chairman. 

Mr. Dawson. So we will stand adjourned until Monday morning 
at 10 o’clock. I am sorry to have inconvenienced you, but it is one 
of those matters over which we have no control, and the public will 
be notified of the room in which we will meet, and you will be notified. 

(Thereupon, at 11:15 a. m., the subcommittee adjourned until 
Monday, June 20, 1955, at 10 a. m.) 














COMMISSION ON ORGANIZATION OF THE EXECUTIVE 
BRANCH OF THE GOVERNMENT 


(Lending Agencies Report) 


MONDAY, JUNE 20, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND LEGISLATIVE 
REORGANIZATION OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The Executive and Legislative Reorganization Subcommittee met 
at 10 a. m., Hon. William L. Dawson (chairman) presiding. 

Present: Chairman Dawson and Congressmen McCormack, Fascell, 
Brown, Jonas, and Mrs. Harden. 

Staff members present: Christine Ray Davis, staff director; Orville 
Poland, general counsel; William Pincus, associate general counsel; 
Elmer W. Henderson, associate counsel; and Anne McLachlan, clerk. 

The CHarrMAN. The subcommittee will come to order. I under- 
stand that our distinguished member from Ohio, Congressman 
Brown, wishes to make an opening statement at this time. Congress- 
man Brown. 


STATEMENT OF HON. CLARENCE J. BROWN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF OHIO 


Mr. Brown. First of all, Mr. Chairman, I want to express sincere 
regret that I was unable to be at the opening hearing last week at 
which time I understand that some question was brought up as to 
whether or not the Hoover Commission—so-called—had the right or 
authority, under the law, to go into matters of policy and it was the 
thought that I might clear up that question at this time, at the 
opening of the session. 

In my opinion, there is no question as to the authority of the 
Congress or this Commission on Organization of the Executive Branch 
of the Government to deal with matters of policy, because you may 
recall, Mr. Chairman, that I was the originator of the Commission 
idea on the first Commission, and drafted the legislation which created 
it and also the originator and drafter of the legislation which re-created 
the second Hoover Commission. 

Hearings were held in the Senate and House Committee on Govern- 
ment Operations on the 2 bills that were introduced to create the 
second Commission, 1 by the Senator Ferguson of Michigan, and 1 
by myself; and it so happened, because of my illness and operation, 
that I had to undergo at that time, that the Senate bill came up first 
and I was not able to testify before the Senate committee. 
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At that time, the record of the Senate hearings, on S. 106, the 
Ferguson bill, 83d Congress, dated April 13, included the following 

DS oS S 
statement by Senator Ferguson: Senator Ferguson said: 


The most important difference between this bill and the first Hoover Com- 
mission statute is found in paragraphs 7 through 10 of section 1, the declaration 
of policy section. These paragraphs are intended to make certain that this Com- 
mission has full power to look into the activities of the Federal Government from 
the standpoint of policy, and to inquire, “Should the Federal Government be 

° a hte Ppa . ih . ; 7 : 9)) Mhia ‘ 
performing this activity or service, and if so, to what extent? This Com- 
mission must ask questions of this nature, which the original Hoover Commission 
did not ask. 


We held the House hearings later, on H. R. 992, which was the 
number of the bill I had introduced. You will find on page 58 of 
those hearings, that I personally made the statement, and I quote: 


I learned, as a member of the original Hoover Commission, as did the other 
members of that Commission, that the greatest opportunities for savings in the 
conduct of the public business were to be found in the field of governmental 
funetions and policies, rather than in the straitjacketed field of operational pro- 
cedure only. 

It is my thought that the new Commission— 


and I am still quoting— 


if created, would go into matters of Government functions and policies, and would 
recommend to the Congress how additional savings could be made by the proper 
adoption, elimination or changing of Government functions and policies. In 
other words, the Commission would not only go into how we can get greater 
economy and efficiency in the actual operation of the executive branch of our 
Government, but whether or not the Federal Government should engage in 
certain functions or follow certain policies and if so, under what limitations and 
restrictions. 


The Senate Committee on Government Operations, reporting out 
S. 106, the Senate version, of final Public Law 108—and you will 
recall, Mr. Chairman, that that was finally the bill that we adopted 
after they amended our bill considerably—stated in the Senate 
Report No. 216, page 1, and I quote: 


Although the proposed Commission would be similar in composition to the 
earlier Commission on Organization of the Executive Branch of the Government, 
it would have added authority to study all activities of the Federal Government 
and to make recommendations to the Congress and the President, relative to 
changes in Federal programs and policies. 


This report on page 4 further states: 


The Commission should have adequate authority * * * to examine not only 
all the governmental operations previously examined by the Hoover Commission 
but also Federal functions, programs, and policies as well— 


And the House Committee on Government Operations, reporting 
H. R. 992, made the following statement in its Report No. 505, page 2: 


The proposed Commission would have the purposes and duties of the Com- 
mission on Organization of the Executive Branch of the Government, established 
under our Public Law 162, 80th Congress, generally referred to as the Hoover 
Commission, with some very important additions. The scope and activities of 
the proposed Commission of the Ferguson-Brown bill would be thus significantly 
broadened in this section. 


President Hoover said: 


The Ferguson-Brown bill looks to the reestablishment of such a Commission on 
Organization as that over which I presided from 1947 to 1950 with powers to 
investigate and recommend policies, as well as administrative methods. That 
former Commission was unable to report on policy questions. 
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I have asked to make a statement, Mr. Chairman, because I hope 
that there is not any misunderstanding in the minds of anyone as to 
whether or not the Commission had the authority to go into ques- 
tions of policy as well as questions of actual organization. That cer- 
teinly was the intent and purpose of the law as it was first drawn and 
finally enacted. 

The CHartrMan. What provision in the act do you base your con- 
tention on? 

Mr. Brown. If you read the act—I don’t have a copy in front of 
me—you will note it even goes so far as to give the Commission au- 
thority to submit constitutional amendments and submit bills for the 
consideration of Congress, both of which authorities, upon my own 
suggestion, have not been exercised because we believe there was not 
time for it, and it was a matter that, after all, would have to be fol- 
lowed through by the Congress itself; and the section 1, I think, 
gives this authority. If you read it, there is implied authority all 
through section 1—— 

The CHarrMAN. Implied, but what specific language grants it? 

Mr. Brown. If you will read each of those 7 outlines, I think at 
least 5 of them mention, without any question, that policy matter 
must be settled. 

The Cuatrman. The first Hoover Commission had 5 in that sec- 
tion; now you added 2 additional ones. Which 1 of those 2 additional 
ones embraces policies? 

Mr. Brown. I will have to compare the old law with the new one 
to tell you the difference on that. 

The CuarrMAN. Thank you, Mr. Brown, very much. 

Mr. Brown. Just a moment. 

Mr. McCormack. Mr. Chairman, I think that the members of the 
committee are justificd in inquiring whether the testimony of wit- 
nesses before us now are basically on policy or recommendations of 
overlapping and recommendations that would be connected with the 
efficiency and approved services. I think members of the committee 
are justified in ascertaining that fact. 

The CHarrMaNn. I agree with you. 

Mr. McCormack. That is really what I had in mind when I asked 
a few questions of Mr. Grady. 

The Cuarrman. I agree with you. 

Mr. McCormack. I am speaking only for myself. My question 
did not raise the question of whether or not the Commission had the 
authority to make recommendations on policy but whether or not 
that was the basic consideration that motivated, which of course, 
would be a matter of tremendous importance to me. 

Mr. Brown. I think, by taking off one hat and putting on the 
other, I can answer that in this way. First of all, there is seemingly 
no question in the minds of the authors of the legislation or the com- 
mittees which considered the legislation, which created this Commis- 
sion, that it should have the power and the authority to go into mat- 
ters of policy. The fact of the matter is, that is the reason why the 
second Commission was created; that the first Commission was limited 
in organizational matters was definitely in the law, as I recall it, I have 
not read the old law this morning, and in the operation of the first 
Commission, in its consideration, we found so often so many places 
where it was a matter of policy which was involved, rather than just 
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matter of organization; that the second Commission was given that 
particular authority, and Congress recognized it in its reports on the 
bill, in its discussions in committee, and the testimony that was given 
before the committee. 

Now, in considering matters which came before the Commission, 
not only did the Commission consider matters of organization, but also 
matters of function and of policy. 

Mr. McCormack. And philosophy of government. 

Mr. Brown. I would say that policy may be determined finally by 
the philosophy in which anyone believes. Now, all the Commission 
can. do, is to bring in, after it has carefully studied the different 
matters that came before it, its best idea, suggestions, and recommen- 
dations as to what should be done to obtain certain objectives; and the 
Congress itself should pass upon them. 

Now, I noticed with a great deal of interest that seemingly more 
attention is given to the task force here than to the Commission 
itself. I want to again point out, at least this is my conception and 
I believe it is the conception of the majority, if not all of the members 
of the Commission, that the task forces were organized—just as we 
organized our committee staffs here on the Hill—for the purpose of 
obtaining information and material to submit to the Commission itself 
and, in the final analysis, it is the judgment and recommendations of 
the Commission and not the judgment and recommendations of the 
task force. 

It has been found, in connection with Commission. work, often, that 
task-force studies cross lines into the same field and that sometimes the 
task force on one subject will have a few points on a matter that is 
different from a task force on another subject, which crosses also into 
that field, and expresses another viewpoint. 

The CHatrMan. That was true about the Commissioners them- 
selves; was it not? 

Mr. Brown. Certainly. Rather strangely, Mr. Chairman, I even 
found that same situation existing in the Congress of the United 
States. I even noticed now and then, under great stress and peculiar 
circumstances, it has existed within our committee; so I can only say 
in the parlance of southern Ohio, “So what?” Why should it not 
exist that way? You don’t want a commission—you would not want 
a commission—to be a rubber stamp. 

The CHarIRMAN. You want the Commission. of the Congress—- 

Mr. Brown. Let me conclude. Never has there been a time when 
the division in the Commission has been along party lines. Thank 
God. Never has there been a time when the difference of opinion 
within the Commission has been on the basis of the civilian repre- 
sentatives taking one view and those who come from the Government 
taking another view. I think there has been an honest difference of 
opinion many times in the Commission. I think there should be. 
When we give our dissents, file our dissents, write our reservations, 
that is done specifically for the purpose, Mr. Chairman, of giving you 
enlightened individuals on Capitol Hill the opportuaity to pass your 
omnipotent judgment upon the acts of the Commission, to determine 
whether I, who dissent in the minority, may be right in my views, or 
the majority that have written the recommendation is right in its view. 

I have said many times on the floor of the House—and the gentle- 
man from Massachusetts has heard me say it and I am sure agreed— 
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there is nothingsacred about any recommendation of this Commission. 
The Congress determines for itself whether or not they are worthy of 
consideration. That is exactly what we will do if and when legislation 
or organization plans are submitted. I am sure that is what we will 
do; use our own best judgment. I thought at times, when I dissented, 
I had a better idea than the majority of the Commission; a better 
idea as to how to meet a problem. If anybody can have a better idea, 
then it is our duty and responsibility to put that into effect. I hope 
to be able to prove to you once in a while later on, in connection with 
some of these matters, that my opinion was better than the majority 
of the Commission. 

The CuarrMan. I think you will find that very often, but you agree 
that in the interpretation of the statute, where the language used is 
clear and unequivocal, and unambiguous, that the statute stands on 
its own. 

Mr. Brown. That is right. 

The CuarrMan. Then I have asked, and I have yet to receive that 
specific designation of authority in the law, the setting of this creed, 
that the Hoover Commission is granting you authority to go into 
policy. Now, since they went into policy, we will discuss that. Since 
they had gone into policy, do you not think that the experience of those 
who seek to make policy should be taken into consideration in weighing 
their testimony? 

Mr. Brown. Certainly; whenever you wish to do so, in connection 
with any recommendation. However, let me go back a little further 
here. If you will read carefully, this S. 106, it certainly does not 
limit—it does not limit—the activities of the committee, and it does 
give the specific authority to go into all these matters, which of course 
include policy as well as organization; and the gentleman is skilled 
enought as a legislator and is able enough as a lawyer, to know that 
whenever there is any question as to the meaning of a statute, or a 
law, that has been enacted, that the courts consistently go back to the 
debates and the discussions in the committee reports to find the intent. 

The CHarrMAN. Only when the language is ambiguous. 

Mr. Brown. The language here is so general, in my opinion, that 
it does give the authority to go into matters of policy. 

The CHarrMan. It is clear and simple. 

I asked for the particular paragraph or statement in the creation of 
this Hoover Commission, different from the first Hoover Commission, 
whereon you base that language of the statute. 

Mr. Brown. The first law limited it to organization. That law 
does not limit it to organization. 

The CuarrmMan. But the policies, they were the subject matter that 
we were going to discuss; the things that they were going to do were 
clearly set out in the law and the language is not ambiguous. If you 
intended to put something in, and did not, it does not change the law. 
However, I don’t think that we will lose too much time on the question 
of policy. They have turned in a report based on policy and, of 
course, we should look behind that report to the experience of those 
who discussed philosophy of the Government and undertake to change 
the policies of our Government that have brought us along so far and 
fast, in consideration with other governments. 

I would like to go a little further. I would like to know what 
government they have in mind that was more successful than ours 
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that they would now change the policy of our Government that is 
now the leading government in all the world. 

Mr. Brown. Of course 

The CHarrMan. That is why I inquire into their knowledge of 
policy. 

Mr. Brown. That develops in what I call a stump speech. There 
is no attempt to change the basic policies of the Government. It is 
to change policies as to certain functions or recommend it as to certain 
activities of the Government, in an attempt to get greater economy and 
efficiency in the Federal Government, subject, of course, to the will 
of Congress. 

Every time you introduce a bill in Congress; every time you pass 
legislation, you may be changing some polic y of the Government, but 
that does not mean we are changing the fundamental concept of our 
tvpe of government. 

The CHarrMan. When we change a policy of government, that is a 
departure from the old policy. Now, there is a difference between 
handling a matter that is factual and substantive but this is a question 
of policy, a philosophy that is being discussed, and that goes through- 
out these reports of this Hoover Commission, and as I say to vou, we 
ought to look behind them to determine what experience they had, 
who seek to ¢ -hange our policy, to cause them to come to that opinion, 
or what governments have they studied that have been more suce -essful 
than ours, that brought them to the belief we ought to now change 
our policy. 

Mr. Brown. The Commission submits its recommendations and 
proposals to Congress. It has under our Constitution and our form 
of government the complete power to change any organizational plan 
or any policy, as it affects the functions of government, subject of 
course, always to the Constitution. 

The CHAtRMAN. Were there 8 or 9 members of the Hoover Com- 
mission? ‘Twelve members of the Hoover Commission? How many 
men were employed on the task forces by the Hoover Commission, do 
you know? 

Mr. Brown. Do I know? 

The CHAIRMAN. Yes. 

Mr. Brown. I know a great many of them. 

The CuatrMan. Do you know how many? 

Mr. Brown. I would have to stop and count and look at the name 
of each one. 

The CHarRMAN. There were several hundred of them, is that true? 

Mr. Brown. Yes. I think that is true. 

The CHarrMAN. Those several hundred men made their investiga- 
tions in their various fields, then made recommendations to the 
committee. It would be impossible for the Commission of eight men 
to have studied them thoroughly, and of their own opinion, just come 
up with the facts that are embodied in their recommendations. They 
were based upon the work of this task force. 

Mr. Brown. That is not entirely correct; plus one other thing, 
Mr. Chairman, that you must not overlook. Not only were the 
recommendations of the Commisson based upon the studies and 
information furnished by the task force, including the supporting 
papers, besides the report, and there is a great volume of them. If 
you have spent the hours and the days that some of us have spent 
reading them, you would understand that, but also, on the judgments 
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and knowledge and experience of the men who served on the Com- 
mission. 

Now, personally, I don’t claim much knowledge or experience or 
judgment in connection with the affairs of the Government. 

The CuHarrMan. Mr. Brown. 

Mr. Brown. But I think you will agree that Senator McClellan 
may have just a little experience in Government, and Mr. Kennedy 
may have had some judgment and knowledge and judgment. That is, 
he is not just a stupid oaf, by any means, and he would apply that 
judgment and knowledge of the Government to the material that was 
presented to him, plus what he had obtained for himself throughout the 
vears, and there are a number of others. Even our good colleague, 
Mr. Holifield, is very well trained in the affairs of Government, and 
has expressed himself well on many of these matters. 

The Cuatrman. Did the Commission ever hold any public hearings 
that called in other than members of that task force? 

Mr. Brown. They did not hold public hearings with the task force. 
They did not come in to testify. They simply submitted the material 
and their ideas, which were considered, but so did a great many 
representatives of the executive branch of the Government, prac- 
tically all of whom were contacted and talked with and the matters 
were discussed. 

Mr. McCormack. Mr. Chairman, it distresses me, so bright and 
early on Monday morning that, my good friend from Ohio feels 
disturbed. He made the statement for the record. All the Chair 
asked was a few simple, penetrating questions, and apparently, the 
Chair penetrated further. 

Mr. Brown. The Chair has not penetrated so far as to disturb the 
gentleman from Ohio, I assure you. 

I might say that I looked with a great deal of interest on the docu- 
ment here, entitled ‘Comparative Report.” I noticed that someone 
has gone to the trouble of having the various agencies in the Govern- 
ment give reports—a great many of whom, of course, object to 
having anything they do disturbed, whether it is for efficiency or 
what-not—but has not gone into the background of why the Hoover 
Commission made its recommendation. There is nothing to show here. 

The CHarrMAN. That is what I am trying to do now. That is the 
subject we have before us now. 

Mr. Brown. They seem to be more interested in getting the 
criticisms of the departments. 

The CuarrMan. No, Mr. Brown. We have not had a department 
up here to testify. 

Mr. Brown. I know that. I see through here a great deal of 
comment, “I,” and ‘‘we,’”’ but it never says who “I” and ‘‘we’’ are. 

Mr. McCormack. You don’t object to the departments appearing 
and testifying, do you? 

Mr. Brown. Not, especially, when we have something before us. 

The CHarrMAN. May I read just one short part from Section 10: 
Hearings and Sessions of Commission. 

On the authorization of the Commission, any subcommittee or member thereof 
may, for the purpose of carrying out the provisions of this Act, hold such hearings 
and sit and act at such times and places, administer such oaths and require, by 


subpena or otherwise, the attendance of such witnesses and the production of 
such books, records and correspondence * * * 


And it goes on. 
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Did the Commission ever hold any public hearings, or call under 
that authority given by the Congress, any public hearings? 

Mr. Brown. We did not hold public hearings as such. Let me 
finish my sentence. We did not conduct hearings—public hearings— 
as such. However, we did obtain without the need or use of subpena, 
untold volumes of information from the different agencies of the 
Government that we desired to obtain it from. 

The CHarrMaNn. Did you give that information in your report to 
us, as a basis of vour findings? 

Mr. Brown. The information is all contained in the reports 
submitted to Congress. 

The CHarrMAN. We received from the Commission the task force 
report and your conclusions. 

Mr. Brown. Yes. 

The CuarrMan. Now, your conclusions ought to be based upon 
the information given us in the task force or any other information 
that you had. 

Mr. Brown. Or the judgment of the members of the Commission. 

The CHatrMan. Then, if you wanted it to be based on the judgment 
of the members of the Commission, we will take it at that; as having 
been based upon the only evidence that you have given us as the 
basis of your conclusion; that it is the task force report because if 
there were any others you did not give them to us. 

Mr. Brown. Let me speak on that for just a moment. The 
Commission, when it files its final report, when it turns over all its 
records and documents, will of course, submit to the Congress and 
make available to the Congress and its various committees, all of the 
information that has been submitted, and it is very voluminous. 
There was a great deal that is not in printed form because the expense 
of it would have run more than the entire Commission cost, to print 
it all. On my insistence, certain information is being printed in the 
appendix of the task force report, but will not be available until the 
last of this month and probably some of it will not be printed until 
after the end of this month. 

So that all of that information will be available to any committee 
of the Congress which is actually going into any of the proposals that 
may be submitted in the form of bills or organization plans. 

The CuarrMan. This committee will study those with interest. 

Mr. Brown. I am sure that after the gentlemen has studied them 
as long as I have, that he will be better informed than he is at the 
present moment, as to what they contain. 

I want to say one other thing about this report for the record. 

The CuarrMan. I think no one is better informed than you at the 
moment. This committee, having had it submitted to us by the 
Commission, has before it certain information and data upon which 
we believe their recommendation was based and upon that, we act. 

Mr. Brown. I would like to point out that in this report that you 
have here—I want this for the record; I am very much interested in 
this particular hearing—that in these comparisons that you made 
here, of the Hoover Commission, the task force, and the agencies, 
several things stand out, in my mind. It should be observed in 
connection with this book, No. 1: Reasons for the Commission’s 
recommendations given in this report now, not back in some papers 
you had not received, but given in its report, have been entirely 
omitted. 
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No. 2: The agency’s or agencies’ arguments are given in detail. 

The CuartrMan. That is a study made for the benefit of members 
of the committee. Every member of the committee is provided with 
a comparison. If there are any other members here who are in- 
terested, you are welcome to a copy. It is a staff study. 

Mr. Brown. I as one member of your committee, if I pass on 
anything, would like to have the staff give me complete information. 
That complete information on the Commission’s recommendation 
should have given its reasons therefor. 

The CHatrMan. This is complete information. It is in the green 
book. Every member of the committee or anybody else may get the 
complete information, because every member of this committee has it. 
It is entitled, “Commission on Organization of the Executive Branch 
of the Government. Lending Agency’s Report to the Congress,” 
March of 1955, which is already a part of the record of this committee 
and the records of the Congress, and can be had at any time. 

Mr. Brown. I would like to point out, No. 3—— 

The Cuarrman. That is going into what is not before the com- 
mittee at this time, and if you let us continue the hearings—— 

Mr. Brown. No. 3: I want to note that frequent use is made of 
the first person pronoun, “I’’, and ‘“‘we’’. Why are the names of the 
officials of the agency omitted throughout the book? I think it would 
be helpful to our committee to have that. 

Mr. CHAIRMAN. Because they are the heads of the agency, are 
they not? 

Mr. Brown. I don’t know. I don’t know who “I,” “we,” “he” 
and “she’’ is. Of course not. Nobody else does. Now I am through. 
I want that in the record. 

The CHarrMan. Now that the record is straight, Mr. Grady. 


FURTHER STATEMENT OF PAUL GRADY, CHAIRMAN, TASK FORCE 
ON LENDING AGENCIES 


The CHarRMAN. It seems that our question of policy having been 
sufficiently discussed beforehand, you and I won’t go into that this 
morning. 

Mr. Grapy. That suits me, Mr. Chairman. 

The CHatrmMan. I think Mr. Henderson was asking you some 
questions, Mr. Grady. 

Mr. Henperson. Mr. Grady, in proceeding with the recommenda- 
tions of the task force, you stated on page 39 that you recommended 
that the Home Loan Bank Board would be better able to supervise 
the secondary market operations on home mortgages than the Federal 
National Mortgage Association. 

Now, you stated later on that the FNMA was, under the Housing 
Act of 1954—or rather, was in the process of, turning this function 
over to private enterprise. 

Now, I wonder why it would be important now to have this function 
transferred to the Home Loan Bank Board, inasmuch as it is liqui- 
dated being sort of liquidated, as such, as a governmental function— 
as a pure governmental function? 

Mr. Gravy. Well, it was our view that was the most appropriate 
way to get it into the hands of what essentially is a private enterprise 
mortgage market-type of operation. I mean, it seemed to us that the 
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Home Loan Bank Board structure was the place to have that activity 
to the extent that the activity is necessary. 

Mr. Henperson. Even through, under the Housing Act of 1954, 
FNMA is proceeding to develop a voluntary system at this time, so 
that it will eventually no longer be a Government function? 

Mr. Grapy. Some of these developments take an awful long time. 
We were hopeful it might be accomplished faster in the manner of 
our recommendation. 

Mr. Henprerson. Now, FNMA, the Federal National Mortgage 
Association, was given certain functions in the Housing Act of 1954 
which you commented on, and you recommended that these special 
functions in that act be discontinued inasmuch as they were not 
necessary. 

Now, inasmuch as that act has so recently been passed, I wonder 
if you wvuld provide us with the reasons for that. I could not find 
them contained in the report. 

Mr. Gravy. Do you have the page reference that you were dealing 
with? 

Mr. Henpgrson. Page 41. Task force report. 

Mr. CHAIRMAN. I am sorry; page 37, Mr. Grady. In paragraph D, 
task force recommendation. ‘The task foree recommends,” and 
then down. 

Mr. Gravy. Well, prior to that—did you read the section prior 
to that which described the special ‘assistance functions and that sort 
of thing? 

Mr. HenpErRson. Yes. 

Mr. Grapy. Beginning on page 36, we say that special assistance 
functions are to be undertaken when the President finds it is in the 
public interest to do so because of conditions in the building industry, 
the national economy, or the home mortgage market. The purpose 
is to assist in financing: 

(1) Selected types of home mortgages, pending the establishment 
of their marketability, originated under special-housing programs, 
designated to provide housing of acceptable standards at full economic 
costs for segments of the national population which are unable to 
obtain adequate housing under the established home-financing pro- 
grams; and 

(2) Home mortgages, generally, as a means of retarding or stopping 
a decline in mortgage lending and home building activities, which 
threatens materially the establishment of a high level, national 
economy. 

The first of these objectives contemplates the direct lending of 
public funds to enhance the social welfare of a particular class of 
people. The second contemplates direct lending of public funds for 
economic pump priming purposes. The language of the law indicates, 
however, that subsidy payments or their equivalent are not intended. 

Mr. Gravy. I think if our report has been read—I mean, without 
further going into the information that is given here—that is, the 
general type of activity, that, we rather think, is not a proper province 
for the Federal Government. 

Mr. Henperson. Even though it was so recently enacted into law? 

Mr. Gravy. That is correct. 

Mr. Henperson. Mr. Grady, I did not mean to try to catch you 
by surprise with these questions. We will be glad to have sit with 
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you any other person you want. You will forgive me for asking you 
these specific questions. 

Mr. Grapy. I think you recognize the report as a fairly voluminous 
document. I remember the index fairly well, but not well enough to 
immediately turn to the page number. 

Mr. Henperson. Now, on page 44, it is stated that where there is 
little or no equity, there is little incentive for the borrower to maintain 
or improve his property, or stay with it when financial stress makes it 
hard to carry. 

This seems to go to the very heart of some of the housing pro- 
grams, Mr. Grady. I wondered if you knew whether or nof the 
experience of FHA, VA, and the farm-loan programs would bear 
that out? 

Mr. Grapy. The experience to date would not bear that out for 
the simple reason that we have been in a period of continuous infla- 
tion with the purchasing power of the dollar becoming less and less, 
and therefore the value of real things, such as properties, becoming 
more than their original cost. For that reason, in those conditions, 
we do not feel that the experience is a fair test of what may happen 
if you ever have the opposite set of conditions, of perhaps something 
approaching a somewhat rougher going; something which might be 
called deflation or where the purchasing power of money becomes 
greater, and, therefore, the value of things becomes less. 

Mr. Henprrson. This is also on page 47. It seems to go very 
deeply to the heart of the program. 

Could you provide us with the economic reasons for your statement 
that under present conditions an owner’s equity as small as 5 or 10 
percent of the cost of a home is not sufficient—at the top of page 47. 

Mr. Gravy. Well, that merely rests on the judgment of the task- 
force members, that in buying an article as large as a home that is 
not a safe segment for equity in the total financing picture. 

The CHarrRMAN. It is not safe for whom, may I ask? 

Mr. Gravy. We don’t think it is safe for the owner himself. We 
don’t think it is safe for the mortgage program which is predicated 
on it. We think that financial responsibility would be enhanced 
if a somewhat greater equity were required. 

Mr. Henperson. Mr. Grady, on page 47 also, you recommend 
that the mortgage-insurance program of FHA be conducted on a 
realistic self-sustaining basis and that the management be required 
to resist any change in eligibility standards which would have the 
effect of impairing that basis, even if such a change in standards 
originates in a committee of Congress. 

wonder if you would mind explaining that for us, please. 

Mr. Gravy. Well, I think it is stated about as plainly as the task 
force knew how to state it. That rests simply on this proposition: 
We assume that the FHA program, as conceived by Congress, is a 
sound financial program, which means that it should not have in it 
the elements of risk which involve substantial contingent and actual 
liabilities to the Government. We think that should be so firmly 
embedded in the picture that Congress itself charges the agency with 
the responsibility of telling us, if we are giving you too much of a risk 
in some of these programs. It is merely a matter of suggesting that 
an interplay, if you please, of internal control as between the executive 
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branch and the legislative branch be set up so that the program can 
be maintained on a sound financial basis. 

Mr. Henperson. Mr. Grady, do you also—— 

The CuarrMAN. Pardon me. Is it your contention now that they 
have not been maintained on a sound financial basis? 

Mr. Grapy. I think so. The programs—that is, in the FHA— 
that is doubtful; yes. 

The Cuarrman. Where it has not been maintained on a sound 
financial basis, don’t you think the Congress had that in mind at the 
time that they passed that legislation; for a definite purpose that they 
thought was for the benefit of the whole country? 

Mr. Grapy. I don’t know. I would say, Mr. Chairman, if they 
did have it in mind, that I think a better way to do it is not to do it 
through an agency that is supposed to be financially sound and self- 
supporting. I would accomplish the purpose in some more direct 
means, where it is labeled as a welfare program, or whatever else it is, 
so that the cost may be ascertained at that time by the Congress 
and by the people as to how much are we giving for this type of 
program. I think that it would seem to me, at least, there is a better 
opportunity under those circumstances, of weighing the benefit 
against the cost. 

The Cuarrman. You do not believe in long-term mortgages? 

Mr. Gravy. What is your definition of a long-term mortgage? 

The Cuarrman. Thirty or forty years, we will say. 

Where there is a small down payment; then you have to make the 
monthly payments stretch over a length of time within the ability 
of the person to pay. 

Now, you are dealing with people here that don’t have very much 
money but have a good, American want-a-home feeling, and will 
buy a home, and once you establish homes, put Americans in good 
homes, you have laid the basis for financial soundness of Government 
that cannot be predicated on any of your dollar and cents methods. 

It seems in my thinking—and those methods have been used and 
are in use—those methods brought us where we are today. Now, 
name me any country where your methods have been tried, that 
brought the people to the same standard of living that we possess 
in this country. 

Mr. Gravy. If I may comment on your earlier part of your question, 
Mr. Chairman. I think it might bring our views more closely into 
line. 

The CHAIRMAN. Yes, sir. 

Mr. Gravy. Our task force took no exception to the desirability of 
promoting housing. That is, home ownership. 

The CHarrMaNn. But you say the equities are too small. 

Mr. Grapy. May I finish? 

The CuarrmMan. Oh, yes. Certainly. 

Mr. Gravy. We took no objection to the soundness of promoting 
home ownership. We think, however, that that means it should be 
promoted on a sound financial basis, where the homeowner has 
sufficient equity to be on a sound financial program himself, as well 
as to have the Government’s program sound; and if he is on a sound 
financial program himself, the Government’s program of mortgage 
insurance will be on a sound basis. 
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Now, let me make the distinction. We do not think that it is 
promoting homeownership if it is done on such a slim margin and over 
such a long period of time; that at some point, it becomes financial 
irresponsibility rather than responsibility, and it becomes Government 
housing in the guise of lending, rather than homeownership. 

Now, that is the basic point that our task force is respectfully 
trying to submit to you. 

The Cuarrman. That has not been the experience up to date, has it? 

Mr. Gravy. No. I told you the reason why. 

The CuarrmMan. Then how many years from now do you think it 
will be before that—that we will continue a prosperous nation where 
the people will have money enough to pay their ordinary obligations? 

Mr. Gravy. Mr. Chairman, if I had that kind of a crystal ball, 
I would not be here. 

The CHarrMAN. But you looked into a crystal ball and saw doom 
before us in making those recommendations. You want more equity, 
larger payments, and so on, to avoid this great disaster. 

Mr. Gravy. I beg your pardon. I did not. I looked at history. 
I saw history shows us the ups and downs. 

The CuarrMan. What history of this country would bear that out? 

Mr. Gravy. The history of our country. May I finish? 

The CHarrMAN. Yes. 

Mr. Gravy. I merely want to say this: The task force is recom- 
mending enough equity here to protect us through a bit of rough 
weather that I hope we never have. 

The CuarrmMan. The people will pay for homes, too. Why predict 
that we will have to do away with this thing that is enabling citizens 
to get a piece of land they may call their own, but with that same pride 
of ownership in that piece of land that you have in your business. 

Mr. Grapy. I want him to have real ownership. 

The CuarrmMan. He will have that equity increasing every year. 
It is getting more and more. He is able to carry on his other duties, 
other responsibilities. He is no more irresponsible in his dealings 
with his business, with his little money, than you are with your big 
business and your big money. 

Mr. Gravy. Well, thank you very much, but I wish you were 
correct. 

The CuHarrMAN. But you say he has not lost up to now. This 
catastrophe,you say is going to come has not come. 

Mr. Gravy. Let me put it this way, Mr. Chairman. Suppose we 
have no downpayments. A 40-year mortgage was proposed at one 
time. Fortunately, it was not enacted. Forty years is a long time for 
the life of a house. It is a long time in the working span of any man. 

The CHarrMan. Do you have children? 

Mr. Grapy. Suppose that during that time you have rough 
weather, and the fellow loses his job and loses his house. What has 
the Government done for him at that point? 

The CHarrMan. Are you predicting a depression? 

Mr. Fascetu. I would like to answer that, if I may. 

The CHarrMan. Mr. Fascell. 

Mr. Fascetu. I may add that the Government has made it possible 
for him to own a house up to the time he was put out, which he might 
not have had to that point. 

May I inquire, Mr. Chairman? 
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The CHarrMan. Yes. 

Mr. Fascety. Have you some specific figure at which point you 
feel it would be safe equity? You say that 5 or 10 percent is not 
sufficient. I am interested in knowing what you think is sufficient. 

Mr. Gravy. Well, the task force did not charge itself with setting 
a specific percentage. We simply felt that those percentages were 
low. Now, the task force, I think, felt the FHA program as originally 
set up was on a sound basis. That required, as I recall it, 20 percent 
equity. I am sure the task force would accept 20 percent. It might 
even accept 15 percent, but we felt 

Mr. FascgE.u. It is not a question of what you would accept. 

Mr. Gravy. I think we would accept that as a sound financial 
program. 

Mr. Fascreii. Do I understand you correctly? On the considered 
judgment of the task force, you feel that the present program, which 
requires 5 or 10 percent, is insufficient, inadequate, and unsafe? 

Mr. Grapy. And it requires less than that in some other programs. 

Mr. Fasce.ti. Do I understand you, that the task force has not 
given us the benefit of its respective judgment, with respect to how 
they were going about establishing this? 

Mr. Gravy. No. I said that the original FHA program—— 

Mr. Fasce.u. That required 20 percent. 

Mr. Gravy. That is right. 

Mr. Fascrety. From the standpoint of time, on a particular mort- 
gage, has the task force made any study or recommendation at what 
point in the life of the mortgage it then becomes a sufficient or safe or 
adequate figure? 

Mr. Gravy. Well certainly, it should be related to the normal 
expected life of the property itself and it should be so scheduled that 
you maintain an appropriate equity all the way through in relation to 
an expected sound, fair market value. Other than that type of broad 
thinking, we have not attempted to set forth any specific standards. 

Mr. Fascetu. No specific standards as to length or life? 

Mr. Grapy. No, sir. 

Mr. Fasce.u. And there is no finding as to at what point in the life 
of a mortgage the equity becomes adequate? 

Mr. Gravy. No. Assuming that the construction is such it can 
reasonably last 30 years, the task force has no objection to a 30-year 
mortgage, so long as the equity and schedule of amortization is enough 
to keep it on a sound ownership basis. 

Mr. Fascreti. Assuming, Mr. Grady, he had a 30-year mortgage 
and that the person who owned the property was able to live in it long 
enough to get to a point where the equity on the balance was meeting 
the standards. Do you feel then that the program would be insuffici- 
ent, inadequate and unsafe? 

Mr. Gravy. In that case, in a set of circumstance like that, that is 
what happened up to now. It has worked out satisfactorily. The 
only thing I am saying, the only thing the task force said is that 
we though there ought to be enough initial equity there to weather a 
bit of a financial storm in case we had it. 

Mr. McCormack. Mr. Grady, did the task force consider the 
problem confronting the Congress back several years ago—not so 
many years ago—when there was a dearth of housing? Millions of 
young men were coming back into civilian life, marrying, having 
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children, God bless them, and we were, as a nation, faced with a 
terrible condition of the impact—the unfavorable impact—on the 
family life, which is the basis of society. I can see your looking at it 
from one angle, but there is a broader angle that we see. We met the 
impact, and we were faced with a problem of getting homes built. It 
was a serious moral question—a serious social question as well as an 
economic question, and the impact upon our society asa whole. That 
is the picture that faced us. When you look at it in 1955 you may 
see one thing. As you go back several years, you have an entirely 
different picture—not only legislators, but the country: 

Mr. Gravy. That is quite right, Mr. McCormack, and we con- 
sidered that. FHA was inaugurated in 1937 or some such year. I 
think it was a very wise program. I think it was a sound thing to 
inaugurate. The only thing we are saying is, let’s not let it become a 
promotion, really, of Government ownership in the guise of lending, 
rather than home ownership. 

Mr. Jonas. May I ask a question? What is the usual equity 
requirement, say by building and loan associations? Do you know? 
What is the standard? 

Mr. Grapy. This is for the nonguaranteed mortgages? 

Mr. Jonas. That is right. Yes. For nonguaranteed mortgages. 

Mr. Gravy. And for homes, not for business properties? 

Mr. Jonas. For homes. 

Mr. Grapy. Of course, it depends on the size of the house, for one 
thing. You have a limiting factor there, that it is pretty difficult to 
get any mortgage of more than $25,000. 

Mr. Jonas. I am talking about the percentage of equity required. 
I think the law fixes it. 

Mr. Grapy. If it does, I don’t know what it is. It would be 
considerably higher than the 5 or 10 percent. 

Mr. Brown. Twenty-five to 30 percent; is it not? 

Mr. Gravy. Yes. My guess would be it is in the neighborhood of 
25 to 30 percent. 

a Brown. I would like to ask one question, if the gentleman 
yields. 

I think there was a great deal to the question asked by the gentle- 
man from Massachusetts, Mr. McCormack, because the Congress was 
attempting to deal with the social problem, but rather peculiarly, 
when the social problem had the greatest impact on us, it was 20 
percent on FHA. After a great deal of the housing had been con- 
structed and the lack of housing was not as large—that is, the demands 
were not as large—and the amount of construction began to taper off, 
it was at that point that Congress cut down to 10 percent; probably 
to give a shot in the arm to the construction industry as much as it 
was to taking care of the needs for the homes. Is that correct? 

Mr. Gravy. That is my view of it; yes, sir. 

Mr. Fascextu. You better not answer too quickly now. 

Mr. McCormack. After the war, millions were coming back. I 
think if you will refresh your memory, you will realize that. 

Mr. Brown. Yes; but the 20 percent was retained for a long time 
after the war on FHA loans. 

Mr. McCormack. We had to move. 

Mr. Brown. And you moved afterward. 
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Mr. McCormack. That is all right. That is human nature, un- 
fortunately. 

Mr. Grapy. I could be wrong on any of these things. I am giving 
you my opinion. 

Mr. McCormack. I know property that was built 50 years ago and 
on the fair market value today it is worth many times more than 
when it was built. There is an ever-changing value due to circum- 
stances and conditions. A dirth of values appreciates the value, 
according to the law of supply and demand. So there are many, 
many factors that enter into it. What may be 25 percent of the 
value of a property 25 years ago, might be 10 percent today, or some 
other time. It might be 40 percent during a depression, or 50 per- 
cent. So there is a constant changing—not rapidly—but nevertheless, 
conditions produce sharp changes in the value of property. 

Is that right? 

Mr. Grapy. That is quite right. One of the very important factors 
that has been operating here is the decreasing purchasing power of 
the dollar. 

Mr. Brown. The continued inflationary trend that made the value 
of property go up throughout the country. 

Mr. Gravy. That is the other side of the coin. 

Mr. Fascetu. May I get back; since we are making self-serving 
declarations, let me get a few on the record. 

Mr. Grady, I don’t think anyone will quarrel too much with the 
realistic program, the safe equity and high eligibility, and all that 
sort of stuff, provided we got some facts which lead us reasonably 
to conclude that we have got to do something in the way of protection. 

No. 1, are the new constructions, new housing starts at such a 
phenomenally low point that you see some danger in the housing 
industry? 

Mr. Gravy. I would say any danger in the housing industry is 
from the other end of the fence. We need more housing. I would 
say the danger is we may be starting too many in relation to the 
rate of family formation; although up to now it has held up extremely 
well, but I understand from what I see in the newspapers, that even 
the FHA is starting to tighten up in some areas, where there seem to 
be tendencies of overbuilding. 

Mr. Fascexu. The specific point I am inquiring about, however, is, 
Did the task force in arriving at these recommendations with respect 
to equity and high standards, and so on, take into consideration the 
actual data concerning housing over a period of years? 

Mr. Gravy. Yes. We studied the data on house building. 

Mr. Fasce.u. Did the task force then take its findings with respect 
to that housing data as part of the conclusion, in arriving at these 
specific recommendations that we have just been talking about? 

Mr. Grapy. The facts that we were able to develop, yes, were 
necessarily a basis for our understanding of the problem, and there- 
fore, the factual ground on which we developed our recommendations. 

Mr. Fasceutu. Do I understand correctly that because the housing 
data which the task force studied and reached a conclusion on, shows 
or indicates that there will be a slowing down in housing, that that 
should be a reason for adopting the recommendations which you have 
set forth? 
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Mr. Gravy. No. I don’t think that is in it. I don’t think that 
was in the picture. 

Mr. Fascetui. Let me ask you, Did the task force study any other 
economic data which would lead me to believe, as a reasonable per- 
son, that within a short period of time we should take these precau- 
tionary steps that you recommend? 

Mr. Gravy. The task force would feel it is wise to have those pre- 
cautionary steps in the picture at all times, regardless of the kind of 
financial weather that you are in. I mean, just as a matter of prin- 
ciple. I would not want to buy a house with that kind of a slim 
equity. I mean, I would not think it would be a sound financial 
program for me to do it. 

Mr. Fascetyu. That depends on personal opinion. It depends on 
faith. It depends on the objectives of your program; does it not? 
You and I can differ with respect to personal opinion but if we are 
going to enact something, or act on the recommendation made, it 
would seem to me it would be a lot better than to just say, “I believe 
in my considered judgment it would be better to be precautionary,” 
for us to have the specific facts upon which that conclusion is based. 

I would find it very hard to accept these fine standards which have 
been set forth without something in the way of economics or other- 
wise, which would lead me to believe it would be better that way in 
the future; than to go along the way we are doing. That is all I 
have, Mr. Chairman. 

Mr. Brown. I think it is merely a question of what is a sound 
financial program and what is not. Let’s take maybe a different field 
and you can see, maybe, some of the thinking that is in the back- 
ground of our experience. 

SEC has been charged by Congress with the responsibility for super- 
vising the public-utility industry, particularly those that were tied 
fast. I would be interested in getting your viewpoint as to 5 percent 
against 40 percent. 

Mr. Gravy. As I understand it, their general yardstick is a matter 
of equity. You ought to have a good, sound public operating utility 
which has pretty stable revenues, as we all know. 

Mr. McCormack. That was passed by Congress; was it not? 

Mr. Gravy. Yes, sir. It should have something like 25 percent 
common-stock equity. That means common stock and surplus, 25 
percent preferred stock and 50 percent debt. There you have a cor- 
poration which is going to the public to make investments. I think 
that the equity standards should be higher than on homeownership, 
but the example indicates the reason for it. I assume the reason for 
the SEC standards is they want enough equity there to absorb or to 
cushion the shock of possible poor times that might ordinarily be 
expected. I mean, simply so that it is a sound structure from the 
viewpoint of the people who put their money in those kinds of enter- 
prises. 

I think it is similarly important for a person to have that kind of 
equity insurance, you might say, in the amount that he owns, of his 
own money in a house. 

Mr. Fascety. Well, I think that you and I could reach an agreement 
on that analysis. I am just wondering what your opinion would be 
if the SEC approved an issue with only 5 percent equity for a utility 
company. 
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Mr. Gravy. If it were under their jurisdiction, under the Holding 
Company Act, I would be greatly surprised if they would approve it. 

Mr. Fascetu. That makes two of us. 

Mr. Henperson. Another question on the FHA, Mr. Grady. 

Do you feel that FHA could continue to render the public service 
it has in the past, which we all have been discussing, if your recom- 
mendation on page 47, that it ultimately be converted into a private 
corporation, and presumably without the credit of the Government 
behind it, is adopted? 

Mr. Grapy. I am sorry. 

Mr. Henperson. You rocommended that FHA be ultimately 
converted into a private corporation, and then it would, of course, 
not have the credit of the Government behind it, which enables it, 
in the judgment of some, to operate so successfully now. 

Do you still think it could do the same job for the American people 
that it is doing at the present time? 

Mr. Gravy. That conversion could not be made overnight, but 
the point that we had in mind and the objective we wanted to focus 
for consideration of your committee, is that FHA, in the opinion of 
the task force, should be regarded as a mutual undertaking. The 
FDIC is a similar mutual undertaking. We would like to see FHA 
ultimately on the same general basis as the FDIC. 

Mr. Henperson. I wonder, Mr. Grady, if at this point you would 
make a general comment on this concept of mutualization. It is 
is not used as much in the task force report as it is in the Hoover 
Commission report, but it seems to create a good deal of confusion. 
Could you give us your interpretation of what mutualization is? 
You have given examples of some departments in the process of 
mutualization so that they will be mutualized, but what specific rec- 
ommendations have been made to mutualize the agencies. It seems 
to me rather difficult of interpretation. 

Mr. Gravy. I would like it understood that in commenting on 
that, I am not attempting to answer as to what meaning or meanings 
the Commission itself may have had in mind for the word “mutual- 
ization.” I regard a mutual activity as an activity organized largely 
for the benefit of the users; or if we are talking about insurance, for 
the people whose insurance risks are being carried. It should be on 
such a basis that sound reserves will be created to carry that risk, 
and secondly, an assessment of costs will be made on an equitable 
basis to those that are insured. In other words, in a mutual situation, 
you have no separation between the customers and the owners of 
the enterprise. A stock ownership interest, I think, goes in another 
direction. That is the difference between a mutual insurance com- 
pany and stock insurance company. 

Mr. Henperson. But for agencies like the FHA, which are serving 
a broad Government function—have been trying to carry out broad 
governmental policies—it would be difficult to start out on that basis, 
would it not? 

Mr. Grapy. No, I think they did start out on that basis. 

Mr. Henperson. Are you referring to the one quarter? 

Mr. Gravy. The original setup; the equity requirements, and the 
charge that they made for the insurance. 

Mr. Brown. Mr. Chairman, if you will turn to page 11 of the 
Commission’s report itself, I think you will find the description of 
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mutualization that you should apply here. In other words, it would 
not be, as I understand it, private corporation but, rather, a Govern- 
ment corporation; but if you read that, you will find a rather thorough 
discussion of mutualization. 

Mr. Henperson. I only asked the question, Mr. Brown, because 
some of the agencies in their reports had expressed some difficulty in 
interpreting just what is meant, and I was wondering if Mr. Grady 
could help us; but I realize that he would not wish to comment too 
much on what the Commission has recommended. That specifically 
originated with the task force. 

Mr. Brown. Even the Commission had some difficulty in deter- 
mining among its own members the exact meaning of the word mutuali- 
zation, but it is used here. I think it was made rather clear how these 
corporate agencies can be mutualized so that in the end, the people 
who avail themselves of the service are actually paying for it and sup- 
porting the institutton instead of the general taxpaying public. 

I think the mutualization program has worked very well. It may 
be found in the land bank agency, which has adopted it. FDIC is 
another where the banks have taken it completely. Of course, it just 
seems to me that in any activity that can support itself and be subject 
onlv to governmental regulations to be sure that it is conducted 
honestly and fairly and decently, it is better for the people than if the 
Government does it all, because then they are doing it for themselves. 
As a result of the enactment, if I recall it correctly, back in 1945—I 
think McCormack may remember it—the Government Corporation 
Act—we have moved in that direction in a great many agencies of the 
Government, so that we are set up and designed to meet emergency 
conditions in some cases, and zive further protection to the people. 
We have moved in a direction toward mutualization of those activities 
which I think has been a good thing in our activities, and I don’t think 
all bad has come out of some of these modern approaches, or I don’t 
think all good has come out of them. TI think our effort ought to be 
to try to find a middle ground that will do safely the things we want 
to do and J think the Government Corporations Act, enacted in 1945, 
is in the light of the experience Government had and has done very 
well; and is being expanded further. 

The CuatrMan. In other words, you leave it to the Congressman 
to cure the condition? 

Mr. Brown. No. We don’t leave it for Congress to cure it. We 
have some other ways, if you look somewhere else for ways to cure 
besides the kitchen sink. 

Mr. Henperson. Mr. Grady, on page 71, you recommend that the 
Small Business Administration might be completely discontinued, and 
it seems to be based upon the statement that is used in various places 
in the report, and specifically here, that the object of the program is to 
help individual people and businesses to gain a competitive advantage. 

Now, is that a correct interpretation? 

Mr. Brown. What page was that? 

Mr. Henperson. Page 71. The task force report. Is that a cor- 
rect interpretation of the reasons for that recommendation? 

_Mr. Gravy. Well, that is one of the principal reasons. That par- 
ticular point of view, I mean, is discussed rather extensively in the 
first 20 pages of the report. I also dealt with it in the opening state- 
ment. I mean, it is simply our view that the Government and the 
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economy gets into trouble when the Government makes direct loans. 

Now, that is the view of the task foree—concerning direct loans to 
individual people and to individual businesses. We felt that way 
about the RFC. We predicted it would get in trouble. It got in 
trouble sooner than we expected it to. 

Mr. McCormack. They had to first go to a bank, did they not? 

Mr. Grapy. A loan applicant had to have a letter from a bank. 

Mr. McCormack. No. No. No. You take the small business. 
You cannot get a loan—a direct loan—from the Government, without 
a bank declining to make the loan, then going in and making a case out. 
Then they negotiate, and try to have the banks cooperate and partic- 
ipate. That is done now, is it not? 

Mr. Grapy. I think the Small Business Administration is trying 
to get bank participation. 

Mr. McCormack. Even Congress said that. 

Mr. Gravy. Congress said that with respect to both RFC and SBA 
but the point I am making, Mr. McCormack is that I think sometimes 
it may not be too difficult to get a letter from your local banker, that he 
is not in a position to make you a loan. 

Mr. McCormack. You don’t want to indict the local bank, do you? 

Mr. Gravy. No. I don’t want to indict him at all. 

Mr. Brown. Some of them have been indicted with the courts in 
the past, have they not? Not in my district, of course. 

Mr. McCormack. I am going to rise to the defense of the local 
banker. Some of my conservative friends are more radical than I am. 

Mr. Brown. That is pretty hard. 

Mr. McCormack. I don’t think we should indict 100 percent for 
what 1 or 2 percent in any group would do. 

Mr. Gravy. I would agree with you, Mr. McCormack, in that 
respect. 

Mr. McCormack. It usually arises out of the actions of a small 
percentage. 

Mr. Grapy. It is a small percentage we are dealing with. The loans 
of the Small Business Administration are not a drop in the bucket. 

Mr. McCormack. If you applied it to any field of human activity, 
you would find that unfortunately, it is ingrained in the minds of some. 

Mr. Gravy. That is correct; and it is that weakness in human nature 
on both sides of the fence that caused the task force to feel that the 
Government should not be in direct lending. 

Mr. McCormack. That is one of the problems that compels the 
Congress and other legislative bodies, in order to try and meet the 
first internal job of Government, to bring justice to our people. If 
everybody had been doing what they ought to do, there would be no 
necessity for some legislation, would there; but unfortunately, we 
know that we have not got that society. 

Well, we won’t get into a philosophic discussion. 

Mr. Fascretu. May I inquire of Mr. Gray at this time? 

The CuHarrMANn. Yes. 

Mr. Fascretu. Do you feel that the Government should not be in 
direct lending where there is no institution that can render the service 
to the businessman? 

Mr. Gravy. We would feel that way, unless it was in pursuance of 
a definite legislative program in which the public interest was para- 
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mount, not the private interest. That is the distinction that we have 
tried to draw in our report. 

If the loan can be justified in the public interest, we would go along 
with it. 

Mr. Brown. That was how you justified veteran loans. 

Mr. Gravy. That is right. 

Mr. Fasce.ti. You don’t believe reducing the number of business 
failures from 5,000 a year is in the public interest? 

Mr. Grapy. In an economic system predicated on private enter- 
prise, we have to leave the people a right to go broke, if they enter 
into a mistaken enterprise. That is the kindest thing you can do 
for them, because the sooner they get out of the mistaken enterprise, 
and into a stronger enterprise, the better off they are individually. 

Mr. Fascetu. That has certain limits. It just depends on who 
controls the enterprise, doesn’t it? 

Let’s take a case of a business not in the area of a banking circle, 
and the bank just can’t make the loan. Are you going to deny that 
man the same advantage that the man has who resides within the 
banking circle, and put upon him the burden of saying, ‘‘You cannot 
go out in the country, where the materials are cheaper, and the land 
is better, because you cannot finance your enterprise.”’ 

Mr. Gravy. When you say area, are you talking about a geo- 
graphical area or an area of risk in business? 

Mr. Fascetu. I am talking about an area within which the bank 
will make the loan, if they will make a loan on business. 

Mr. Grapy. I am asking, is that a geographical area or an area of 
business risk? 

Mr. Fasce.u. A geographical area. 

Mr. Gravy. Do you mean, to have a geographical area where there 
is no banking service? 

Mr. Fascetu. The banks will not go beyond a certain point. 

Mr. Gravy. But aren’t there other banks there, that service the 
industry and the people? 

Mr. Fascetu. No. You are assuming there are enough banks to 
cover all areas. There are not. 

Mr. Gravy. Well, I agree with yourstatement. I assumed that the 
banking industry did fairly well cover the United States. There are 
some 15,000 of them. [assumed they were fairly well located wherever 
there was business to be taken care of. 

Mr. Fascrtu. I can assure you that is not the case because in my 
own area, there are places where you cannot get a bank loan either for 
home or for business, of any kind. Yet, despite that, it is flourishing 
only because people have had the assistance from the Government. 

Mr. Grapy. Is it your view that would be the only source they 
would have for such assistance? 

Mr. Fascety. I don’t know. That is the way they were able to get 
it there. The banks have not suffered as a result of it. I think, in 
fact, it has increased the number of their depositors. 

Mr. Grapy. Well, what you are pointing up is a flaw in the banking 
system. 

Mr. Fascrty. No, sir. I am not trying to point out any flaws. I 
am trying to say there might be lack of coverage. There might be a 
place where the Government can render a service which is not so 





38 COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 


derogatory that you would have to adopt, 100 percent, the statement 
or the recommendation or the philosophy which you espoused. 

Mr. Gravy. Our thinking of the task force would be that it is 
better for the Federal Government to stay out of that area. I mean, 
we would feel, if you got such a situation that really, the State banking 
group ought to see that they do something to get adequate coverage 
there. That kind of a program has been carried out in some States. 
I remember such a program in Georgia, for example. 

Mr. McCormack. You say what may not be right for the Federal 
Government might be right for the State government? 

Mr. Gravy. That is right. We think these things are better han- 
dled if you get to the grassroots, where the people know who are credit 
worthy and who are not; and they can do a better job. 

Mr. Fascexu. Well, the only thing I can see is the statement made 
is based on several presuppositions, which may or may not exist; and 
the statement would have to be taken in the light of those suppositions. 

Mr. Gravy. Well, we rather think it rests on a general principle as 
to the concept of the Federal Government with delegated powers. 
We think it is a mistake for the Federal Government with delegated 
powers, to get into that type of economic activity, of dealing with its 
individual citizens and with individual business corporations. I think 
when the government makes funds available—I think the citizens 
generally have a right to think that each’ one of them is entitled to 
that assistance, as a matter of right. 

The CuHarrman. If they need it, yes. 

Mr. Grapy. I think if they reach that stage, you have the Govern- 
ment controlling a larger segment of the economy than I think it 
ought to control under our concept of the Government. 

The CuarrMAN. Js the Government within its delegated powers to 
make the loan at all? 

Mr. Grapy. It is; because of the authority that Congress has given 
them. 

The CuarrmMaNn. What other authority would you have them give? 
If it is unconstitutional, if the lew is unconstitutional, you can have 
it set aside. So Congress could not give the Federal Government 
powers that it did not possess, merely from the passing of a law. 

Mr. Gravy. Well, that has been done, Mr. Chairman, and they 
have been declared unconstitutional; but this, we are not saying is 
unconstitutional. We are submitting it for your consideration; that 
we think a sounder basis for all of us would be if the Government did 
not get into these minor areas where direct lending to individual 
people and individual businesses, is involved. That is our judgment. 
If you don’t agree with it, that is your privilege. 

Mr. Brown. Mr. Chairman? 

The CHarRMAN. Yes, sir. 

Mr. Brown. Are you through? 

Mr. Fasceuu. Yes, sir. 

Mr. Brown. First of all, let’s get this clear. First I want to go 
back to something else if I may. 

I was not here the other day. I don’t know whether it has been 
established as to your background and relationship, and so on; but 
as I understand it, you are with Price, Waterhouse & Co.? 

Mr. Gravy. That ground was previously covered. I hope to do a 
more adequate job for the committee today, if I may. 
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Mr. Brown. Let me proceed, please. 

Mr. Grapy. Excuse me. 

Mr. Brown. I heard some criticism somewhere or other, directed 
to you because of the very fact that you were connected with Price, 
Waterhouse & Co.; and that organization was sort of a big, black ogre 
of some kind that was about ready to eat up every little common man. 

I am just wondering who all Price, Waterhouse & Co. serves. You 
serve a number of public utilities; don’t you? 

The CHarrman. I don’t think at these hearings there has been intro- 
duced any such testimony. 

Mr. Brown. I know. I heard it on the outside. I want to fix it 
for the record. I think this committee ought to have all the infor- 
mation. 

Do you serve a number of public utilities? 

Mr. Gravy. Yes; we have quite a number of public-utility clients. 

Mr. Brown. Do you serve any banks? 

Mr. Grapy. Yes, sir. 

Mr. Brown. And do you serve any business organizations— 
corporations? 

Mr. Gravy. Yes. That is the only way we stay in existence. 

Mr. Brown. How about labor unions? Do you serve any labor 
organizations? 

r. Grapy. Yes. We have labor unions as our clients. We are 
very glad to have them. 

Mr. Brown. A number of them—any amount? 

Mr. Grapy. Yes; there is a substantial number of unions involved. 

Mr. Brown. How about religious organizations? 

Mr. Gravy. Yes; we do have a number of religious organizations; 
also charitable organizations. 

Mr. Brown. Charitable organizations, too. And you, of course, 
have been consulted and your services used by different branches of 
the Government. Have you done any work besides the Federal 
Government? Have you done work for the State government; the 
local governments? 

Mr. Grapy. Yes. We had in mind putting in a further statement 
on that, which might come better at that point. 

Mr. Brown. In other words, your organization has not been 
entirely one-sided? What about educational institutions? 

Mr. Gravy. We have served a number of educational institutions, 
both as instructors and as auditors and advisers on their financial 
programs. 

Mr. Brown. What about trusts and trust funds? 

Mr. Grapy. Yes. There have been audits of some common trust 
funds established under New York banking acts. 

Mr. Brown. What about those established under wills or trusts, 
like big foundations and things of that sort? Have you done any of 
that? 

Mr. Gravy. Yes; yes. 

Mr. Brown. Then you rather covered the waterfront? In other 
bron you just have been the servants of many, if you want to call it 
that. 

Mr. Grapy. Our business, or our profession, is in furnishing 
auditing, accounting, and financial advice to anyone who wants to 
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seek it. I mean, we are called public accountants, and we would 
feel we would have to have a good reason for turning anyone down. 

Mr. Brown. The background has been a very broad one; that you 
represented all these different types of people. 

Mr. Gravy. That is correct. We have cooperatives among our 
clients. 

Mr. Brown. Cooperatives. Farm organizations. 

Mr. McCormack. Newspapers, too. 

Mr. Grapy. Yes, yes. 

Mr. Brown. Newspapers seldom have much to audit. 

Mr. Grapy. You would be surprised. 

Mr. Brown. If we could afford your concern, we would be happy 
to have you. 

Now, let me ask you something—I don’t know why we are going 
into the philosophy of the Government. I don’t want to go too far 
in it. 

Is it your concept, first of all, as a matter of good government, that 
first the people should do that for themselves that which they are 
capable of doing? 

Mr. Grapy. I think that is the greatest single strength of our 
Nation. I hope we never get away from it. 

Mr. Brown. Next, that the local community should be the next 
step? 

Mr. Grapy. That is correct. 

Mr. Brown. When the local community, or the municipality, or 
the county is unable to serve the people properly, that the State steps 
in next? 

Mr. Grapy. That is next. 

Mr. Brown. Then the Federal Government serves only where the 
individual, State, local community or county cannot meet the situa- 
tion? 

Mr. Gravy. That is my view of the very wise system that our fore- 
fathers set up for us here, and I hope we preserve it. 

Mr. Brown. Your idea in connection with your work on the task 
force, then, is the basis of your philosophy as you expressed it here. 
If that is what has been done, I believe I quite agree with that; and 
that is what the Federal Government in the Congress fixes, deter- 
mines, what is in the public interest, and what is necessary for the 
Government to do on behalf of the people, because they cannot do it 
for themselves, or get it done by the subdivisions of government, 
lower than the Federal Government; is that right? 

Mr. Gravy. That is right. 

sah Brown. Let me ask you one other conception so we will get 
it clear. 

Was it your conception, when you took this assignment as chairman 
of this task force, to be the eyes and ears, the investigative agency of 
the Hoover Commission? 

Mr. Gravy. That was our view so far as the area with which we 
dealt, Mr. Brown; and our report is addressed, of course to the 
Commission. 

Mr. Brown. Did you understand that your report might be ac- 
cepted by the Commission as a whole, as a basis for recommenda- 
tions, or it might all be rejected, or any part might be rejected, subject 
to the wisdom and decision of the Commission? 
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Mr. Grapy. I was certain every recommendation in it would be 
challenged from stem to stern; would only be followed if it agreed 
with the combined judgment of the Commission. 

Mr. Brown. Were all of your recommendations that you made 
accepted and made by the Hoover Commission, in turn, as their 
recommendation? 

Mr. Gravy. No; they were not. I think we had a pretty fair 
batting average but it was not 1,000. 

Mr. Brown. A number of them were rejected, in other words? 

Mr. Gravy. A number of them were passed over. I mean, just 
not dealt with. 

Mr. Brown. What is your conception? After the Hoover Com- 
mission gets through and makes its recommendations, that the 
Congress in the final analysis decides what should be done, based on 
the recommendation, and what should not be done? 

Mr. Grapy. Absolutely. 

Mr. Brown. And that the power still rests—the inherent power 
still rests with the creator of the Commission, to wit, the Congress? 

Mr. Grapy. That is correct. I assume that is why we are here 
today. 

Mr. Brown. And in your investigation on which you base your 
recommendations—and I notice through your different reports here, 
that is on different subjects—that you refer back to some of the 
situations being developed in housing as a result of congressional 
investigations, where certain bad practices were found; where there 
were cases of overevaluation; where the Government was taking all 
the risk and the local banks and perhaps the contractors and the 
people who sold the housing were taking none; is that right? 

Mr. Gravy. That is correct. 

Mr. Brown. Based on that mass of information you obtained from 
different sources, including the Congress itself, then you made your 
recommendations as they were made here? 

Mr. Gravy. That is right. 

Mr. Brown. To the Commission. 

Mr. Grapy. That is right. 

Mr. Brown. Did you find indications that in some instances, that 
a disservice rather than a service had been rendered to some individuals 
by giving them the opportunity to own property that was highly 
overpriced, and poorly constructed? 

Mr. Gravy. Mr. Brown, that would take us into the detail of 
investigation. 

Mr. Brown. You found some of that; did you not? 

I think Congress is cognizant of the fact that in some communities 
there were housing scandals. We have it here in the windfall profits 
made in the construction of apartments. We have it here, and 
thank goodness, we sent some people to the penitentiary, where hous- 
ing not constructed correctly was sold to veterans and they were 
cheated. 

Mr. Gravy. I understood you to be referring to disservice to the 
owners of the property. This was disservice to the occupants of the 
property. 

Mr. Brown. And the people who bought them. Even if you sell 
with no downpayment, if you sell a house to a veteran and get him 
to pay in to get an equity on something that is highly overpriced or 
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poorly constructed, there is a question, isn’t there, as to just what 
service you render; and has not Congress found that certain changes 
are necessary and advisable? 

Mr. Gravy. That is right. 

Mr. Brown. Now, about the Housing Administration; you come 
along with your task force, and simply recommend other things or 
make other suggestions that first the Commission, and secondly, we, 
the Congress, might give attention to, with their wisdom and their 
judgment? 

Mr. Gravy. That was our purpose. 

Mr. Fascetu. Mr. Chairman, may I inquire? 

The CuHarrMan. Certainly. 

Mr. Fascetu. Mr. Grady, did I understand one guiding principle 
you had in making up this report was the principle which you just 
aid down for Mr. Brown, as to your theory of the Government? 

Mr. Gravy. Yes. I would say that was a basic principle. 

Mr. Fascetyu. You used that as a base, and you went from there? 

Mr. Gravy. Well, I think the task force started out with a fairly 
unanimous agreement on that concept. Naturally, in weighing the 
individual areas that we had to deal with, we came up with recom- 
mendations that were carefully considered one at a time. 

Mr. Fascetu. Measured against the original standard which you 
believe in? 

Mr. Gravy. That was necessarily always present, but we would 
not adopt a recommendation merely because it seemed to fit in that 
pattern. It would have to be justified otherwise. 

Mr. Fascretyu. Do you believe that rule by which you abide is 
inflexible? 

Mr. Gravy. No. I don’t think any rule is inflexible, but we have 
said 

Mr. Fascetu. You still have good government, even though you 
may not have adhered 100 percent to the rule which you laid down. 

Mr. Gravy. Looking at it as a whole, certainly. 

Mr. Fascretu. Do you believe further that a particular rule or 
philosophy is relative, depending on the time in which you live? 

Mr. Gravy. Certainly, conditions in institutions change, but I 
think it is always well to be willing to consider where you are in 
reference to certain basic practices and whether it is desirable to be 
there or be somewhere else. 

Mr. Fascetu. In other words, the principle could be stated the 
same but its application and understanding might be different? 

Mr. Grapy. That is correct. That is true in the growth of the 
law; growth of customs; and even in the growth of religion, I take it. 

Mr. Fascrtu. I feel a little better about your objectivity. 

Mr. McCormack. Mr. Grady, what is your personal opinion as 
to the RFC. Do you think it ever should have been put into operation 
by law? 

Mr. Gravy. Absolutely. 

Mr. McCormack. Even back in 1930, 1931, 1932? 

Mr. Grapy. Yes, sir. We think it served a very great and dis- 
tinguished purpose, and we say that that kind of a program for which 
the RFC was set up is perfectly proper. It is 9 perfectly proper 
governmental program. 
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Mr. McCormack. I don’t want the record showing you and I 
having a confused mind. I asked you for your personal opinion. 
Was that that the RFC should never have been established? This 
is not a catch question. 

Mr. Gravy. You have a negative there. 

Mr. McCormack. My question was, Is it your opinion that the 
RFC should never have been established? 

Mr. Gravy. My opinion is that it should have been established by 
law. 

Mr. McCormack. But your feeling is that at the time, conditions 
were such that it required something to be done? 

Mr. Gravy. That is correct. 

Mr. McCormack. Later on, the conditions change, in your opinion? 

Mr. Gravy. That is right. It served its purpose. 

Mr. McCormack. In other words, I am getting nearer to an 
appreciation of your state of mind by these few questions. Take 
back 6 or 7 years ago, with millions of homes needed. Your position 
is that that policy of the Government, to meet the challenge, might 
be more liberal then at a later date when there has been more of a 
stabilization? 

Mr. Grapy. At least, there should not be a weakening of the 
standards. Actually, we had weakening of the standards. That is 
what happened at RFC. It is a weakening of standards and getting 
them into other things for which they were not originally established. 

At first RFC did not have authority to make loans to individual 
people and individual businesses. It was to shore up institutions. I 
mean, the banking structure and the insurance structure. It was 
only later that it got the authority to go into individual lending, and 
that is where we think it got into trouble. 

Mr. McCormack. Why should you confine it to the banking struc- 
ture and not have consideration where an emergency exists, for others? 

Mr. Grapy. I think if you have, for example, a question of houses, 
I think it is best to use the credit facilities, which dealing with mort- 
gage lending, with that sort of thing. 

Mr. McCormack. You realize that during the war, the RFC was 
expanded to meet war purposes? 

Mr. Gravy. That is correct. 

Mr. McCormack. You have approved of that? 

Mr. Gravy. We agreed that was a proper purpose. 

Mr. McCormack. We were confronted, as a nation, with a very 
practical problem, where we had to have flexibility. We had to use 
the corporate system. We had to go out and build factories, and 
lease them. So you approve of that? 

Mr. Gravy. Yes. The task force report specifically says so. 

Mr. McCormack. The RFC, as I understood it—I may be wrong, 
and if I am wrong I want to be corrected—my understanding was, 
when you take the emergency situation during the war—the RFC was 
more or less an emergency activity—you give flexibility outside of the 
rigidity of the law. Is that right—through the corporate system? 

Mr. Grapy. That is right. 

Mr. McCormack. My understanding was that even in a loan, that 
a person seeking a loan had to go to a bank first; that the bank or 
banks did not approve the loan; then they could go to the RFC. That 
is my understanding. Am I correct in that respect? 
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Mr. Grapy. I think that is correct. 

Mr. McCormack. They went to the RFC to get a loan. There 
were men in the business circles and the banking circles, I know, up 
in the RFC. In Boston, there was a board of outsiders, who passed 
on loans and made recommendations; that is, private industry and 
private enterprises. Is my understanding correct? 

Mr. Gravy. They had advisory boards. They also had an examin- 
ing committee inside the RFC. Then the Board of Directors took 
these findings, and made its own decision whether or not loans should 
be granted. 

Mr. McCormack. It was only where there was inability to get the 
loans from private sources—by private sources, I mean banks or 
otherwise—and where there was a pretty clear case established, that 
the RFC made the loan. Is that correct? 

Mr. Gravy. Well, that was the record of the situation, Mr. 
McCormack. 

Mr. McCormack. We know unfortunately, that there are abuses 
everywhere. 

Mr. Gravy. In dealing with lending, you get to a basic question 
with any of these individual loans. What is the sound thing to do? 
Should it be credit, or should it be more equity capital, or a combina- 
tion of both? 

Mr. McCormack. Do you oppose to the Government entering into 
a field of lending ac tivity ‘where it has been shown there is inability to 
get other assistance? My understanding was the Government had to 
be protected with collateral too. As a matter of fact, the percentage 
of losses in the RFC was much less than in the banks. That is my 
understanding. That is the evidence we have had from time to time. 
It is no criticism of the banks, but that is the evidence we have 
received. 

I want to get clear in my mind just how far apart we are. It is 
easy to have areas of differences that, when we get down to talk about 
them, might be reduced, and you find you are not very far apart. 

Do you object to the Federal Gover nment, where an emergency 
exists, or the conditions justify it in the public interest, entering into 
the lending activity? 

Mr. Gravy. We think, Mr. McCormack, that should be done 
through making use of the financial institutions already in existence. 

Mr. McCormack. I cannot disagree with that statement. My 
understanding is that we are doing it. 

Mr. Grapy. I think the abuse that the RFC—— 

Mr. McCormack. Never mind the abuse. 

Mr. Gravy. I think that the place they got into trouble is the place 
that other agencies will get into trouble, simply because of the weak- 
nesses of human nature, that is in this so-called small-business type 
of lending, that Congress gave them the authority to go into it in the 
later stages. 

Mr. McCormack. You know the reason—the compelling reason— 
for that: The inability of small business to compete with big business. 
I am for big business, but I would like to have as broad a business 
basis as we possibly can in this country, and I know you do, too. 

Mr. Gravy. I want it on the basis of merit. We cannot afford to 
shore up mistaken enterprises. I am afraid that happened in some of 
the RFC loans. 
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Mr. McCormack. That happens in banks, does it not? 
Mr. Grapy. Sure, but I mean, it happened as a result 
Mr. McCormack. Of mistaken judgment. We all can make mis- 

takes in judgment. 

Mr. Grapy. Well, the trouble is, I think you get a set of circum- 
stances, where more than judgment may come into play, and it is that 
that I would like to protect against. 

Mr. McCormack. I will accept that, but it is pretty difficult, even 
to foreclose that in the field of public service. 

Mr. Gravy. Well, we think—the task force thinks—in other than 
emergency conditions, that this fringe lending to individual people and 
individual businesses is really not in the public interest. We examined 
individual loans, and we could not see how it was really in the public 
interest. If they are good loans, it looks as if with a little imagination 
and maybe using a little shoe leather, the owners could go out and 
develop more capital; take in a partner. 

Mr. McCormack. I can see where you might make a loan and some- 
one else might not. That is an honest difference of opinion and judg- 
ment, but the overall activity, the purpose of an activity where there 
is a situation existing from a national angle that requires it, you are 
not opposed to the Government stepping in and meeting the problem? 

Mr. Gravy. Not on an emergency basis. 

Mr. McCormack. I said, where the conditions justify it. You 
can use the word “emergency,” I won’t argue with you. 

Mr. Grapy. We don’t think those conditions exist today. We 
feel it is better to organize that when they do exist. 

Mr. McCormack. There might be an honest difference of opinion. 

How about loans to colleges for housing? The Hoover Commission, 
I suppose, followed the task force’s recommendation and recom- 
mended that the program for loans for college housing be terminated. 
Is that correct? 

Mr. Gravy. That is right. 

Mr. McCormack. Page 42. 

Mr. Grapy. Yes. 

Mr. McCormack. The Hoover Commission said the demonstrated 
ability of colleges to secure such loans elsewhere, compels us to con- 
clude this program is no longer necessary. 

Now, that was the recommendation made upon facts, not on any 
question of any constitutional question? Is that not so? 

Mr. Grapy. Yes. 

Mr. McCormack. And I assume that when the task force was 
considering the matter, you also considered constitutional implica- 
tions, did you not? 

Mr. Gravy. Well, I don’t recall anywhere, where we felt any con- 
stitutional implications were involved. 

Mr. McCormack. In this particular one, you did not think any 
constitutional implications were involved? 

Mr. Gravy. No. 

Mr. McCormack. Do you know the present Housing and Finance 
Administration has under consideration the abrogating of an act of 
Congress authorizing these loans, because of the separation of church 
and state? Do you ‘know that? 
Mr. Grapy. I did not know it. 
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Mr. McCormack. It is amazing to me, too, but it is a fact. I 
might ask Mr. Hunter about that when he is here to testify. 

Your task force had no question that that was involved. Certainly 
the Hoover Commission did not consider any constitutional question 
was involved in that activity? 

Mr. Grapy. I cannot answer for the Commission. 

Mr. McCormack. You did not? 

Mr. Gravy. We did not. 

Mr. Brown. May I reply to that just this far? I think the Hoover 
Commission went along with the task force in feeling that the problem 
in connection with housing of colleges and universities had been 
rather well met, and solved, and that the demand for such housing 
which had arisen because of the GI bill of rights, had been pretty 
well obviated, and there was no reason why we should continue. 

Mr. McCormack. No constitutional question arose? 

Mr. Brown. I want to point out one thing if I may. Mr. McCor- 
mack, when you discussed this with Mr. Grady, he made it very clear 
at that time that he thought the Federal Government had the right 
to move in whenever the public interest demanded it, and the other 
agencies of the Government had not been able, as individuals, to 
meet an emergency situation. I think there was a meeting of minds 
at one point between both of you gentlemen. on that particular angle; 
and certainly, that was also my view, as I expressed it to Mr. Grady. 

Mr. Henprerson. Mr. Grady, just 1 or 2 other questions. In 
reference to the Rural Electrification Administration, the task force 
and the Hoover Commission recommended that the agency increase 
its interest rate, to put it on a self-sustaining basis, and it has been 
argued very strongly from other sources that if this were done, it would 
mean practically the abolition of the program. 

Did the task force suggest it-—it is not in the report—but I wonder 
if in the discussions, if the suggestion was made how much the interest 
rate on the cooperative loans from the REA should be. 

Mr. Gravy. Well, let me point out, in the first place, that the task 
force did not feel that its recommendation could be necessarily adopted 
overnight. I mean, this is a sufficiently complicated program, and 
in the different REA co-ops, the newest one will obviously be in a 
different stage of development than the one that received the first 
loan; so that what we were pointing out was an ultimate objective 
that should be developed, we think first, by a study by REA itself, 
to be submitted to Congress, showing how they can do this thing. I 
mean, assuming that Congress wants that information to go on before 
it sets broad principles as to what can be done, and what rates would 
have to be charged to make it self-supporting within a given period 
of time. 

I am saying that merely to indicate to you that we did not expect 
you to turn on a switch and overnight, be from this point to a fully 
self-supporting REA, able to go to the public to get its own financing. 

Now, so far as ultimate interest rate on a self-supporting basis, is 
concerned, obviously, that has to be related to the money market at 
that particular time but it seems to us that on any realistic basis, that 
assuming that the REA undertakes a program that builds in the proper 
equity, so that it has a real basis for credit, it would seem to us that 
the interest rates ought to be somewhat comparable with what is 
paid on loans made by the land banks, for example, which have become 
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a private type of institution, with enough ownership and enough 
credit base to seek their own funds in the financial markets. 

Mrs. Harpen. Mr. Chairman, I regret it was impossible for me to 
attend the hearings last week. A committee of which I am a member 
was in executive session at the same time, and they do not permit 

roxies. Therefore, I felt it necessary to remain in that committee, 

ut I have been interested in the hearing this morning. Some of the 
questions that I had in mind have been answered. I wish to commend 
you, Mr. Grady, and the members of your task force, for bringing this 
interesting report to us. 

Mr. Gravy. Thank you very much. 

Mrs. Harpen. That is all at this time, Mr. Chairman. 

Mr. HenpeErsON. Just one last question, Mr. Grady, on the 
Import-Export Bank. 

In recommending, on page 83, that the Export-Import Bank be 
shorn of its lending authority and placed in liquidation, you state 
this should be done before its good administrative record is tarnished 
with the retrogression almost certain to set in after the emergency has 
passed. 

Could you tell us why this necessarily has to be so? 

Mr. Gravy. Well, we feel that once an agency has been created to 
fill a specific emergency need, that the original staffing of that agency 
is apt to have capable and strong people in it, I mean, who are imbued 
with a specific and defined task to be performed, and therefore, you 
have sound and efficient operation; effective type of operation. 

As you pass from that emergency stage, and get into the fringe 
area of activities for which the agency was really not originally 
created, it seems that the talents descend in scale sooner or later, 
maybe merely because the agency wants to do business, to keep 
enough activities going to keep itself occupied. It seems that the 
standards are reduced and therefore, you get lesser performance. 
We made that same prediction with respect to the RFC 5 years ago. 
We saw it happen before we thought it would happen. The same 
thing could happen with respect to other lending agencies. 

The CuarrMan. Did RFC lose money? 

Mr. Grapy. It did not lose money overall. 

The CHarrMANn. Overall operation? 

Mr. Grapy. Not overall. I am saying this merely as an informed 
type of speculation, because I don’t think any study had ever been 
made of it. I would say if you studied the record on the loans to 
individuals and to small business, of the type that we are talking about, 
that had no relation to its emergency activities or to war procurement 
problems and that sort of thing, I think they did lose money on that 
segment. 

The CuarrMan. On all of its activities, including those, it did not 
lose money? 

Mr. Grapy. I don’t know. 

The large loans on the legislative programs that it undertook, 
returned enough to it in the form of interest, so that it was able to 
cover up the losses on small loans. 

The CHarrMAN. And show a profit? 

Mr. Gravy. That is right. 

The CuartrMan. Is that not true of any banking concern, that the 
concern loses money on some propositions? 


48 COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 


Mr. Gravy. Well, I am sure it loses money on some loans, yes, sir. 

The CHarrRMAN. Congress is about to meet. 

Mr. Brown. May I ask one question? I want to go back. You 
mentioned the Export-Import Bank. I think there has been a great 
deal of interest in the State Department letter in connection with 
that recommendation in the Commission and your task force, I think, 
agreed with the recommendation and has similarly recommended— 
recommendation No. 38—that the Export-Import Bank cease normal 
commercial short-term import-export loans. 

Now seemingly, somebody in the State Department got the idea 
that a short-term import-export loan runs as long as 7 years. What is 
your opinion of a short-term loan? 

Mr. Grapy. I would certainly think it would be a great deal less 
than 7 years. 

Mr. Brown. Now, the Commission who had such financial experts 
as Joe Kennedy and who talked with the Federal Reserve bank and 
different banking authorities in the country, came up with the answer, 
that a short-term loan runs usually from 30 to 180 days. That is the 
usual use of that term in the banking world and certainly, anything 
that runs over a year is not a short-term loan; and I simply mention 
that because I wanted the record to show that when the State Depart- 
ment comes up and talks about 1 to 7 years, as being a short-term loan, 
that that is not the conception of the Commission or the banking 
world; and evidently, whoever wrote the letter for the State Depart- 
ment and wrote this criticism, simply did not know anything about 
banking terms or had very little knowledge. 

The CHartrMan. I would like to say this for your information, Mr. 
Brown. That in this document, one column has the Hoover Com- 
mission report; another the lending agencies. 

Mr. Brown. And the task force. 

The CHAIRMAN. So then it has the task force recommendation. 
What it has here is a reply which the committee got from the various 
agencies. 

Mr. Brown. I understand the State Department made that reply. 

The CHArRMAN. And every agency that you discussed in your 
program was asked to pass on the recommendations, and we set them 
out in this document, column by column, so that the committee in 
studying them, would know and would have them at hand. 

Mr. Brown. I thought I would clear that up inasmuch as the 
counsel brought up the question of the Import-Export Bank. 

The CHAIRMAN. Yes. 

We include in here the reply of the agencies. 

Mr. Brown. I would like to have seen the Commission’s reasons as 
to why it should not be done. 

The CHarrMan. They are side by side. 

Mr. Brown. No. Only the Commission recommendation; not the 
reason. 

The CHarrMan. They will be called and asked about their various 
recommendations. Witnesses will be heard, and the agencies in- 
volved will be heard. 

Mr. Brown. I understand all that. I also understand that that 
document carries only the recommendations of the Commission and 
does not carry any explanations as to why they recommended them and 
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of course, the reply of the department is all an argument why it should 
not be done. 

I am one of the younger Members in Congress in point of service, 
but I have been here long enough to notice whenever anybody sug- 
gests any Government department or agency should be shorn of some 
of its power, or spending authority, or lending authority, that they 
always try to come up with a good reason why it should be done, and 
Congress ought to quit being so tight and give them a little more. 

The CuarrMan. We will call upon them to come in and justify their 
answers and criticisms of these. 

Mr. Grady, I think your task force did a very fine job. We can 
have the heads of the agencies up for their criticisms of it, and we will 
try to get some of the members of the Hoover Commission to come in 
and speak for the Commission. 

Thank you very much. 

Mr. Gravy. May I ask one thing, Mr. Chairman? 

The CHarrMan. Yes. 

Mr. Grapy. Are you finished with me? 

The CHARMAN. Yes. 

Mr. Grapy. Secondly, if you are, another question was raised, and 
J think it is very appropriate. I must admit I was a little surprised 
because I rather assumed that the fact that Congress enacted the law 
for the Hoover Commission to do the job, that when Mr. Hoover 
picked our task force, he was regarded as a pretty good authority on 
picking people that knew something about tbe subject. 

The chairman, I think, properly asked what were the experiences 
and qualifications of the members of our task force. Now, J did an 
inadequate job of answering that. If I may, I would like permission 
for Mr. Herz, the director of the staff of the task force, to give a fuller 
answer to that in order that the qualifications of the members of the 
task force may be in the record. 

I would rather have him do that, so I won’t have to make speeches 
about myself. 

Mr. Brown. You can do that and have it inserted in the record at 
the proper place. 

The CHarrMan. You can give that to us in writing, or orally. 

Mr. Brown. I think if it is placed in the record in the hearings, it 
would save your time and the Commission’s time. 

The CHarrMAN. My time is the time of the subcommittee. J will 
stay and take it, if you like. 

We will reconvene at 3 o’clock. How is that. 

We will adjourn until 3 o’clock. 

(Whereupon, at 12:14, the subcommittee adjourned until 3 o’clock, 
of the same day.) 
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AFTERNOON SESSION 





(The subcommittee reconvened at 3.20 p. m., Congressman William 
L. Dawson, (chairman) presiding.) 

The CHarrMan. The subcommittee will now reconvene. 

Mr. Kenneth L. Scott. 
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STATEMENT OF KENNETH L. SCOTT, DIRECTOR, AGRICULTURAL 
CREDIT SERVICE; ACCOMPANIED BY R. B. McLEAISH, 
ADMINISTRATOR, FARMERS’ HOME ADMINISTRATION ; ROBERT 
PARTRIDGE, RURAL ELECTRIFICATION ADMINISTRATION ; 
CHARLES S. LAIDLAW, MANAGER, FEDERAL CROP INSURANCE 
CORPORATION ; AND PRESTON RICHARDS, COMMODITY CREDIT 
CORPORATION 


The Cuarrman. Mr. Scott, will you identify yourself for the pur- 
poses of the record? 

Mr. Scorr. Thank you, Mr. Chairman. My name is Kenneth L. 
Scott. I am Director of the Agricultural Credit Service in the 
Department of Agriculture. 

Mr. Chairman, I have a rather short statement here in which we 
have set out the several recommendations in the Hoover Commission 
report pertaining to the four credit agencies in the Department, with 
a brief answer. I will be glad to read it if you wish. 

The CuarrMan. Mr. Scott, are the gentlemen with you? 

Mr. Scorr. Yes. Mr. McLeaish, Administrator of the Farmers’ 
Home Administration and Bob Partridge representing the Adminis- 
trator of the Rural Electrification Administration. We have also here 
Mr. Laidlaw, Director of the Federal Crop Insurance Corporation 
and Mr. Richards, representing the Commodity Credit Corporation. 

It is a pleasure for me to appear before you today and to present this 
statement on behalf of the Department of Agriculture concerning the 
recommendations made by the Hoover Commission for suggested 
changes in the lending agencies of the Department. With your 
approval I should like to refer to the various recommendations as they 
appear in the Commission’s report, and state the Department’s views 
concerning each recommendation. 

First, I should like to consider with you the recommendations of the 
Commission on Organization of the Executive Branch of the Govern- 
ment for the Farmers’ Home Administration. 

Mr. Brown. What is that number? 

Mr. Scorr. That is No. 30 in the report. 

Recommendation No. 30: 

That the Farmers’ Home Administration instruct the county committees ad- 
vising the agency to screen more carefully applicants for loans to insure compliance 
with the criteria for loan applications contained in the law. 

The Department now has this recommendation in effect. All 
county committees are being carefully selected after which they receive 
frequent instructions which enable them to more carefully screen 
applicants for loans. In other words, we have no objection to that 
recommendation. We believe it is good and have it in effect. 

Mr. Brown. When did you start that more careful screening? 
After the task force discussed the situation was it, or before? 

Mr. McLeatsu. Congressman, we always assumed they were being 
carefully screened, but we are now conducting more intensive training 
programs of county supervisors and county committees. 

Mr. Brown. In other words, the task force did discuss this matter 
with you? 

Mr. McLeatsu. Yes, sir; they did. 
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Mr. Brown. It was following the discussion of the task force that 
some of these newer endeavors were put into effect. Is that not 
correct? 

Mr. McLeaisn. That is correct. 

Mr. Brown. For the record, then, the consultation which took 
place between the task force on lending agencies and your Division or 
Department of Government following their study of this problem has 
led to the benefit of everyone concerned? 

Mr. Scorr. That is right, sir. 

Mr. McLeatsu. Of course we assume we are always subject to 
improvement. 

Mr. Brown. That is at least one instance I would like to have 
marked where the Hoover Commission did some good, or the task 
force did. 

Mr. Scorr. Recommendation No. 31: 

That the Farmers Home Administration require adequate equity under all its 
loan programs except disaster and emergency crop and feed loans. 

The adoption of this recommendation by the Department is not 
feasible for the reason that applicants who own adequate equity are 
not eligible for assistance under the regular Farmers’ Home Adminis- 
tration program. The principal function of the Farmers’ Home Ad- 
ministration is to provide financial support to operators of family size 
farms who are unable to obtain credit through the normal commercial 
channels. 

Therefore, the adoption of this recommendation, we believe, would 
not be desirable because of the drastic curtailment of the service of 
the Farmers Home Administration to the low income group of farmers. 

We have interpreted “adequate security” in the recommendation 
to mean what it is commonly thought of in lending channels. That 
type of adequacy is considerably more than the Farmers’ Home 
Administration feels necessary to carry out the responsibility which 
they have under the law. 

Mr. Brown. Do you consider an adequate security the same as a 
bank would require? Or do you have a different definition of an 
adequate security? 

Mr. Scorr. We have a different one, sir. 

Mr. Brown. What makes you think that the Hoover Commission’s 
viewpoint would be too far from yours? That is, in all cases there 
should be an attempt made to get adequate security except in these 
emergency cases. What is wrong with that? Whose money is it 
that you loan? 

Mr. Scorr. Mr. Brown, adequate security as we have interpreted 
tbis term in the Commission report, would suggest to us that they have 
a basis for credit at banks or cooperative lending associations. It is 
necessary in the Farmers’ Home Administration to give a good deal of 
weizht when they make loans, to the attitude and the background of 
the individual. They give a great deal of weight to the farm family 
and a good deal to the close supervision which they exercise, which 
goes a good deal beyond the normal supervision. 

Mr. Brown. I understand that. The fact of the matter is, I have 
had experience with a number of constituents claiming you were not 
liberal enough in your loan, that you demanded too much in the way 
of security. 
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Again, I don’t recall all of the discussion that took place in the 
Hoover Commission at the time this recommendation was adopted, 
but I am rather convinced, if my memory serves me correctly, that it 
was the feeling of the Commission, as a result of the information that 
they had, that at times you had not insisted upon adequate security 
for a loan being made of that type, because the Commission knew 
that your Administration made loans where the banks could or would 
not make them. 

Of course, if you are to interpret it as security adequate for a bank 
loan, then there wouldn’t be any reason for having the Administration 
at all. If the Commission had thought that, they would have recom- 
mended that you just do away with your whole loaning operation. 

Mr. Scorr. It could be that we attach more weizht to this term 
“adequate security”? than was intended. 

Mr. Brown. You read apparently all of the supporting information 
that the Hoover Commission task force has on this particular subject. 

Mr. Scorr. That is right, sir. 

Mr. Brown. There was some finding, if I recall correctly—and 
again I am speaking from memory and it is rather difficult when you 
are dealing with 50 million or 100 million words to remember exactly 
every word that is spoken, Mr. Chairman, and I am sure you can 
appreciate that—but if I remember correctly, there was some question 
about the equity or the method in which these loans were made. In 
some instances the security required was very small, very little. 

In other instances, it was much heavier. I think the word “‘ade- 
quate’? might mean more than you interpret. 

Mr. Jonas. How many different kinds of loans do you make? 
You make real estate loans. What else do you make? 

Mr. McLeatsu. We make real estate loans. We make operating 
loans which are called production and subsistence loans. 

Mr. Jonas. What sort of security of any sort do you require for 
subsistence loans? 

Mr. McLeatisu. There we require chattel security plus the security 
of the crop. 

Mr. Jonas. Stop right there. What more security does a bank ask 
than that? That is all that is ever required, isn’t it? 

Mr. McLxuatsu. We are authorized under law to lend to 100 percent 
of the security. 

Mr. Jonas. The difference comes about by reason of the fact that 
you can lend more money on the crop than might be expecied in the 
case of a commercial bank. 

Mr. McLeatsu. That is correct. 

Mr. Jonas. What other kinds of loans? 

Mr. McLeatsn. Soil and water loans which are loans made either 
for soil-conservation purposes or irrigation water or domestic water, 
and in those instances we feel like we do get adequate security because 
a man owns the land, either the land or a considerable equity in the 
land and we advance him the money for the soil conservation or the 
well, or the pump, and in many cases take liens on the real estate 
itself. 

Mr. Jonas. In your real-estate loans you take all the security there 
is, that is, a mortgage or a deed of trust on the property? 

Mr. McLeuaisu. The real-estate loans come under two classes: 
The direct loans which we are authorized to make for 100 percent of 
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the appraised value of the property. I would like to touch on that 
in a second. 

Mr. Jonas. The liberality and equity requirements then go to the 
amount of the loan rather than the extent of the security? 

Mr. McLeaisH. That is right. 

Mr. Brown. It also goes a little further, doesn’t it? 

Some banks cannot make loans for drainage and reclamation for 
any length of time, but you can make them for a longer period of 
time. That is a very important issue too. 

Mr. McLeaisu. That is one thing. Our appraisal as of this time 
is considerably less than the market value. We appraise the land on 
the basis of its earning capacity over a period of years, and today in 
many instances the actual market value of land is much higher than 
we would appraise it for. 

Mr. Jonas. Is there anything in the law or the regulations that 
would prevent you from lending money on real estate to refinance? 

Mr. McLeaisu. There is no provision in the law to use the lending 
of money for refinancing purposes solely. What we can do, if a man 
is buying a farm and there happens to be a mortgage on it, we are 
authorized to pick up the mortgage which exists on the land as part 
of the purchase deal. 

Mr. Jonas. But you say you are not authorized to make a loan on 
your more liberal terms to John Smith to enable him to pay off a loan 
on his farm? 

Mr. McLeatsu. No, sir; not solely for that. 

Mr. Jonas. Is that a condition in the law itself? 

Mr. McLeatsu. I am pretty sure that is the meaning of the law, 
Congressman. We make loans to acquire or develop farms. In 
other words, to improve the applicant’s position. 

Mr. Jonas. Assume that John Smith purchased a farm several 
years ago and gave a mortgage on it for a relatively short period of 
time—6 or 8 years. Now he finds he cannot meet the payments. 
He was too ambitious about it. 

Are you permitted to make him a long-term loan to refinance that? 

Mr. McLeatsu. No, sir. 

Mr. Brown. He can get that through the land bank? 

Mr. McLeatsu. Through the land bank. 

Mr. Jonas. You can’t get it through the land bank. They don’t 
lend over 66% percent of the appraised value, do they? 

Mr. McLeatsuH. That is about right. 

Mr. Jonas. But you will lend 100 percent. 

Mr. McLratsu. Yes, but there are quite a few insurance companies 
who are lending much higher than the land banks have loaned. 

Mr. Jonas. I don’t know any who will lend 100 percent, anybody 
except the Government, do you? 

a McLuaisH. We won’t lend 100 percent of the market value, 
either. 

Mr. Jonas. You lend 100 percent of the appraised value. What is 
the difference between market value and appraised value? 

Mr. McLeaisn. The difference between the two is this, that an 
appraiser who is going out can get at it either 1 of 2 ways. One is on 
the cash market value as of today. A willing buyer and a willing seller. 
The other method of appraisal is to figure out the earning capacity 
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of the land and then base that over a period of years, figure the value 
on that basis. 

In cases where land values have risen because of speculative 
reasons, land values in most cases will get much higher than our 
appraisals. 

Mr. Jonas. Isn’t the man in the case I cited just as deserving as a 
person who has never acquired a farm? 

Mr. McLuatsn. Yes, I would say he is. But that is something that 
we can’t make a decision on. I think it is generally provided in the 
law that the loan is to be made for the acquisition of a farm, or for 
development purposes, rather than for refinancing. 

Mr. Jonas. I understood that was the law but I just wondered if 
you had given any thought to its effect. 

Mr. Brown. Your only complaint about recommendation No. 31 is 
what you think the word “adequate” means, whether it is the same as 
a bank loan or whether the word “adequate” means something less and 
yet sufficient to protect the interest of the lender, to wit, the Govern- 
ment of the United States and the taxpayers of the country. 

Isn’t that right? 

Mr. McLeatsn. That is our principal concern; yes, sir. 

Mr. Brown. How many loans do you make where you don’t 
consider it adequate? How often do you loan money without adequate 
security or adequate equity? 

Mr. McLeatsu. We try not to make any without adequate security. 

Mr. Brown. I mean outside of disaster and emergency loans. You 
don’t do that, do you? You are not very good representatives of the 
intent and purpose of Congress if you do that? 

Mr. McLuaisH. Even on the emergency loans, we try to get ade- 
quate security. 

Mr. Brown. I said “emergency and disaster loans.”” There you 
take achance. But you try to assure yourselves, do you not, that there 
is an adequate protection in the way of equity for the Treasury of the 
United States? 

Mr. McLezaisu. Yes, sir; that is our duty. 

Mr. Brown. Then really down underneath you don’t have much 
objection to this, then? 

Mr. McLzeatsu. If it means what you think it does, we don’t. If it 
means a bank type of security 

Mr. Brown. it it meant the bank type, it would have said that it 
would be on the same basis as a bank loan. I think the Commission 
probably made that clear. 

Mr. Jonas. I would like to ask one other question along the line I 
was pursuing before. Have you had to turn down many applications 
for refinancing in the field I was discussing? 

Mr. McLzeaisuH. Compared with the total number of applications, 
relatively few. So far as I know. 

Of course we get the complaints that come in, and those are the 
ones that I see. 

Mr. Jonas. You don’t have periodic reports from the field? 

Mr. McLeatisu. No; we don’t get reports on the loans that are 
turned down. Incidentally, our direct funds have never been ade- 
quate to take care of more than veterans’ loans. 

Mr. Jonas. Frankly, I can’t see the reason for the discrimination 
against a man who has tried to buy a family-sized farm for himself 
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and has done everything within his power to finance it and he finds 
himself involved with a loan that he has tried to amortize too rapidly 
and he seeks to take advantage of your long-term loan for refinancing 
purposes. 

Mr. McLeaisu. We can do some refinancing if the man needs 
additional improvements on his land, and, as a matter of fact, the 
rules up until a couple of years ago were pretty stringent. We have 
relaxed them to this extent, that the investment limit is solely the 
average county value they had. 

Mr. Jonas. At any rate it will be up to Congress to change. 

Mr. McLeaisu. It will be up to Congress to change the other. 

The CHarrMAN. What has been the percentage of losses under 
your program? 

Mr. McLeatsu. Under the real estate loans, our collections are 
about 96% percent of the maturities. I don’t think we have had 
even as much as a half of 1 percent loss under that program. We 
set up a reserve of 4 percent on the production and subsistence loans. 
We are setting up a reserve on the real estate loans of 1 percent. On 
the farm housing loans, 1%, even though our collections there are 
about 100 percent of maturities up to date. 

On the water loans, we set up a 1 percent reserve and our collections 
there have been just about 100 percent. On the emergency loans, 
we set up 6 percent as a reserve. Our collections were a little slow 
on that kind of loan, because they are emergencies, but this year we 
have collected about 75 percent of loans which have matured. 

That doesn’t mean we won’t collect the balance, but 75 percent of 
the amount due has been paid. 

The special livestock loan, we have set up a 4 percent reserve and 
we expect to collect nearly 100 percent from the information we have. 
— will be some losses, but the interest collections will offset the 
osses. 

The CHarrMan. And your loans are made on family sized farms, 
you say? 

Mr. McLxeaisu. The main purpose is for familysized farms, to 
set a farmer up into a business so that he and his family can operate 
the farm. 

Mr. Brown. Tenant farmers? 

Mr. McLeaisu. Tenant farmers or sharecroppers. We have got 
even a little away from tenant farmers, Congressman. We have 
taken on veterans who have gone to war. 

The CuarrMan. About how many persons have been affected by 
this program since it has been in operation? 

Mr. McLeaisu. About two million people. 

The CuarrmMan. One-family-sized farms have been affected by your 
program? 

Mr. McLeaisu. Right. 

The CuarrMan. You feel you could no longer do that if we sustain 
Recommendation 31? 

Mr. McLuaisu. It depedns on what the word “adequate” means. 

The CHarrmMan. We have got to define it. If you define it in your 
thinking as that which would be accepted by the banks? 

Mr. McLzuatsu. That is the way we thought of it, yes. 

The Cuairman. And you only take loans where they are not ac- 
cepted by the banks? 
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Mr. McLeatsu. That is right, or other lenders. In other words, if 
a man can get credit somewhere else we don’t make the loan. 

Mr. Brown. In that connection, Mr. Chairman, of course if this 
recommendation is made effective by action of the Congress, the 
Congress shall determine what “adequate” really means. Neither you 
nor the Commission will determine it, or this committee. Isn’t that 
correct? 

Mr. McLearsu. I think that would be right. 

Mr. Brown. Let me ask you one other question in connection with 
a very searching question by the Chairman. What do you think the 
record will show in connection with loans of this type in case the mar- 
ket does not continue to rise? Farm prices are beginning to go down. 
Farmers in some areas of this country are beginning to have difficulty. 

What do you think about the future outlook with farm prices con- 
tinuing to decline? 

In other words, it is one thing to make a loan when prices are going 
up and everybody is prosperous, and collect your money for that loan 
during that period of time. It is another thing to make a loan when 
prices are high and to buy farmland when farmland is high, for in- 
stance, and then to collect that money when farm prices are low and 
aoe prices have gone down, and it is difficult to make a living on the 

arm. 

What effect, in other words, has the general inflation that we have 
had in prices, had on your collections? Things are good everywhere. 
People are paying for automobiles and everything else they buy on 
time, today, where if you had a little contraction of business or credit 
or employment, it might become very difficult for them. Is that 
right? 

Me. McLeaatisnH. That is the reason we are making our loans on the 
basis of a long-term earning capacity. I have just gotten back from 
a trip to Nebraska—one State. I have been to Texas. Land values 
out there are so high that they don’t in most cases fit into our program 
because we can’t appraise them as high as 

Mr. Brown. You feel the Government wouldn’t be secure over a 
long period of years? 

Mr. McLeaisu. Right. 

Mr. Brown. I happen to be a farm owner and operator myself. 
A man couldn’t invest in land at the present prices and make it pay 
over a long period of time—average out. 

Mr. McLeaisn. That is true. 

Mr. Brown. I think if you are doing that, that is a very wise thing 
to do, both for the protection of the person who wants to borrow 

Mr. McLeatsu. That is right, for the protection of the borrower 
as well as the Government. 

Mr. Brown. And also the Government. I would like to mention, 
it I might, in order to get that in, Mr. Chairman, an illustration in 
my little home town not too long ago. The local banker was telling 
me about a chap there who failed in business. The man just kept 
after him and after him and the banker said, “T am foolish, I shouldn’t 
loan you this money, but I will loan it to you.’ 

Then the fellow went ahead, and he failed, and then he quit speak- 
to the banker. Every time the banker would see him he would duck 
him or dodge him. Finally the banker met him where he couldn’t 
get away and said, “Now, I am tired of this business. For 6 months 
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or a year you have been dodging me. I want to know what is wrong 
with you? Are you mad at me?” 

The man said, ‘Yes, I am mad at you.” 

The banker said, ‘“‘Why? I have been your friend. I loaned you 
money against my better judgment.” 

The man said, ‘“That is what I am mad about. If you had just 
stood by your guns and hadn’t loaned me that money, I wouldn’t 
have gone bankrupt.” 

Therefore it was the banker’s fault. 

Mr. McLeaisu. Quite a few of them take the same attitude. 

Mr. Brown. I think you are doing a service to both the borrower 
and the Government by being careful about it. 

The CuHarrmMan. I want to compliment the Commission for not 
following the recommendation of the task force in this instance. The 
task force recommended, “Accordingly it is recommended that the 
lending and insurance functions of the Farmers’ Home Administration 
and the related supervision of borrowers be discontinued.” 

The Commission in studying this subject matter has put in “‘ade- 
quate.” 

Mr. Brown. That is a perfect illustration, Mr. Chairman, of what 
I have been trying to impress upon this committee ever since we have 
been discussing these matters, that the Hoover Commission is not 
bound by any recommendation made by any task force. The Con- 
gress is not bound by any recommendation made by the Hoover 
Commission. 

The CHarRMAN. We appreciate that. We have appreciated that 
since the formation of the first Hoover Commission. But in calling 
these hearings we do want to know the purposes behind the recom- 
mendations of the task force and of the Hoover Commission. 

Mr. Brown. I would like to point out in that connection, Mr. 
Chairman—I am just trying to keep on the record——— 

The CuHarrMan. Mr. Brown is a member of the Hoover Com- 
mission 

Mr. Brown. If there is any legislation that comes up, regarding 
Farmers Home Administration and these loans, it has to go to the 
Committee on Agriculture and doesn’t come to our committee any- 
how. 

The CuarrMaANn. Yes. But it is our duty to go into them here now 
since they have been brought up. 

Mr. Brown. There is another question in my mind about that that 
I will reserve for discussion with you some other time. The fact is 
we are doing it. I would like to proceed with this next 
recommendation. 

The CuarrMan. Mr. Jonas had a question. 

Mr. Jonas. When did you begin operating the Farmers Home 
Administration? 

Mr. McLeatsu. I think 1946 was the beginning of it as the Farmers 
Home Administration. But the original organization was the Resettle- 
ment Administration, I believe, in about 1935. Then in 1937 there 
was the Farm Security Administration. 

Mr. Jonas. Were you with the agency from 1935 on? 

Mr. McLeatsn. No, sir; I have just been there since 1953. 

Mr. Jonas. I would just be interested to know what the experience 
was during the years before the war, as to collections. 


64865—55——_5 
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Mr. McLeatsu. I am going to have to let Mr. Barnard, the budget. 
officer, answer that. 

Mr. Barnarp. The collections under operating loans, of course, 
prior to 1946 were— 

Mr. Jonas. I mean prior to 1941. 

Mr. Barnarp. When the program first started, it started out 
with grants. It was a program for rural relief somewhat like they had 
in the urban areas. We made grants along with loans. Then around 
1942 or 1941 we stopped the grants. 

Mr. Jonas. I know you made loans to purchase farms before 1940. 

The testimony here today indicates that these loans are pretty 
current, 1 percent or something, loss ratio. I am just trying to find 
out if you have any information that would indicate what the record 
was before we got into the war years? 

Mr. Barnarp. You are talking, Congressman, about the title I 
real-estate loans, and I have been talking about the operating loans. 
The operating loans is the biggest program. The real-estate program 
runs about $20 million a year, but our operating loans are about $125 
million. 

Mr. Jonas. Did you have any trouble with collections before 1940? 

Mr. Barnarp. Yes, sir; we did have. 

Mr. Jonas. Was your experience different in the years 1935-40, 
and from 1940 on? 

Mr. Barnarp. Yes, sir. I would say that the collections since 1940 
have been considerably better. I think the losses on the old operating 
loans made prior to 1940 were about 10 percent. We are now figuring 
about 4 percent. I am talking about operating loans, not real-estate 
loans. 

Mr. Jonas. You might have ultimately collected some of those 
oans. 

Mr. Barnarp. Currently we have collected about 89 percent of 
them. We are still collecting on some of those old ones. 

Mr. Jonas. Our experience was not quite so good with this type 
loan, then, in the years prior to 1940, not quite so good as it has been 
since? 

Mr. Barnarp. On operating loans, that is true. On real-estate 
loans, it has been good all the way through. 

Mr. Jonas. That would naturally follow, wouldn’t it, because land 
values have gone up tremendously? 

Mr. Barnarp. Yes, sir. 

The CuarrMan. Will you proceed, sir. 

Mr. Scorr. Recommendation 32: 

That the Congress require the Farmers’ Home Administration to charge inter- 
est, premium, or other fees on loans made by the agency sufficient to cover the 
administrative expenses of the lending program and the cost of money to the 
Treasurer. 

We understand the Congress intended that only marginal operators 
or owners of family-size farms be assisted through this program. 
This group of low income family farmers would be unable to pay ab- 
normally high rates of interest and service charges which would result 
if this recommendation were adopted. 

Mr. Jonas. Just for the record, in dollars, do you bave anything 
that would indicate what amount the losses in the program amount 
to? You have that in the report somewhere. 
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Mr. Barnarp. On the rural rehabilitation loans, those are operating 
loans that were made prior to the Farmers’ Home Administration by 
the Resettlement Administration and the Farm Security Administra- 
tion. We loaned $967 million over a period of years from about 1935 
to 1946. We have written off as bad debts $77 million, and we expect 
to lose about $28 million more of what is outstanding. 

So that would be about $105 million of $967 million. That is about 
the 10 percent that I referred to. The interest collections in the 
aggregate over the years on those loans have more than equaled the 
losses. So if you add the interest and the principal together, there 
has been no loss. 

Mr. Jonas. Of course the Government doesn’t exactly get its money 
free, you know. We have to pay interest when we borrow, too. So 
what we collect in interest just about offsets what we have to pay in 
interest, doesn’t it? 

Mr. Barnarp. That is right. On the real-estate loans we have 
lost about a million and a half dollars out of about $450 million that 
has been loaned. 

The CHairMan. Involving about how many farm families? 

Mr. Barnarp. About.80,000. 

Mr. Henperson. Would you mind estimating, if you can, what 
the interest and other fees or service charges would come to per loan 
just on a broad average, if this recommendation were adopted? 

Mr. McLeaisu. What it would amount to would be practically a 
doubling of the interest rates. For instance, we have an operating 
statement here estimated for fiscal year 1954. This is an actual 
operating statement. Our income, including interest payments, 
interest on investments, insured mortgage charges and fees, was 
$23,359,848 for that year. Our costs, administrative expenses, interest 
payable to the Treasury, was $31,653,000, which left us a net loss of 
about $8 million. 

Now, when we set up our reserves for losses on principal of $11 
million, our net loss, what we actually failed to accomplish through 
interest charges, is $19,245,000. So roughly it is almost as much as 
our actual income. 

In case of farm ownership loans, we would probably have to go to 
a figure something like 7 or 8 percent. On the operating loans, some- 
where between 8 and 9 percent after taking into consideration the 
reserves that we have to set up. 

The CuarrMANn. What is it now? 

Mr. McLeaisu. Now our interest on the real-estate loans is 4% 
percent. On the production and subsistence loans and livestock loans, 
it is 5 percent. On the soil and water loans, it is 4% percent. 

In addition to lending money, we perform quite a few services for 
farmers that the average lending institution does not perform. I think 
you understand that, Congressman. When we lend a man money, 
we set up a farm and home plan and a plan whereby he will plant 
certain crops on certain parts of the farm. Then our county super- 
visor goes out to see him regularly to help him get this done, to advise 
him and so forth and so on, much more than a private lender or even 
a cooperative lending agency can afford to do. 

Mr. Scorr. I might say, Mr. Chairman, we realize the relatively 
small number of farmers being served each year, and that this cost 
is rather heavy. But there is a very aggressive policy to aid these 
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people in every way we can to get them in position as quickly as we 
can so that they can take their place in the community and get their 
needed financing from the banks and cooperative lending agencies and 
others. 

That program is working very well. These people on the average 
for these production loans, for example, where the law permits those 
loans to extend over a period of 7 years, they are being accepted by 
other lenders on the average, lately in about three and a half years 
or so. Except in extreme drought periods, or something that gets 
way beyond their control, very few of them drop back. 

They are helped to the point that they can go along. We think 
that is necessary, of course, to keep the turnover as rapid as possible 
and take other deserving families and not drag out this costly assist- 
ance that they are getting. 

The CuarrMan. You are of the opinion, then, that this program 
has helped many American farmers get on their feet? 

Mr. Scorr. Very definitely so; yes, sir. 

The CHarrMan. You may proceed, sir. 

Mr. McLearsx. Mr. Chairman, if I may be excused, I have another 
congressional engagement to keep. 

Thank you. 

Mr. Scorr. The next agency is the Commodity Credit Corporation. 
That is recommendation No. 33. 

That periodic inspections of commodities held in storage for the Commodity 
Credit Corporation be made to determine their condition and that the Congress 
be informed of the decline in value resulting from deterioration. 

Periodic inspections of commodities held in storage by or for Com- 
modity Credit Corporation are presently made as a part of the Cor- 
poration’s standard procedure. A report of decline in value resulting 
from deterioration cannot be made in the case of fungible commodities 
stored commercially on a commingled basis. 

The warehouseman is, however, ordinarily liable for such deteriora- 
tion and it is not a major source of loss to CCC. A report showing 
the decline in value resulting from deterioration could be prepared on 
an estimated basis in the case of commodities stored on a lot-by-lot 
basis and on such grains as are stored in CCC-owned bins and in 
vessels of the maritime reserve fleet. 

To render a report to Congress on the decline in value resulting 
from deterioration would entail the assembling and evaluation of 
presently available data. The rendition of such a report would be 
expensive and it is not felt that the benefits therefrom would be com- 
mensurate with the expense. 

Recommendation No. 34: 

That the Commodity Credit Corporation discontinue its program of advanced 
payments on commodities and that it make only purchase agreements at the 
price-support level offered to producers. 

The Department favors the use of purchase agreements to the 
maximum extent that this can be accomplished without interfering 
with the accomplishment of the objectives of the price-support legis- 
lation. Purchase agreements at the present time are sued by a rela- 
tively small percentage of the farmers who obtain price support. 

It is the Department’s position that major difficulties would be en- 
countered if an abrupt change were made whereby price-support loans 
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were eliminated in favor of the purchase agreement. It does appear, 
however, that by making modifications in the present purchase agree- 
ment program the use of this type of price support can be substantially 
expanded. 

A study of the entire problem is underway at the present time. 
Bankers and other lending agencies who disperse approximately 95 
percent of the loans under the current system are cooperating in this 
study. 

A pilot project is underway in New York State under which price 
support on red kidney beans will be available only through purchase 
agreements. A promise of cooperation has been obtained from bankers 
and from the production-credit organization in that area. 

The study is being conducted on a commodity-by-commodity basis 
and changes will be made only after the effect of such changes on 
Commodity Credit Corporation, on the farmers, and on banks and 
other lending agencies has been thoroughly studied and it has been 
determined that the changes can be made without undue adverse 
effect in achieving the objective of the price-support legislation. 

The CuarrMan. When did your studies start? 

Mr. Scorr. Mr. Richards, would you answer that? 

Mr. Ricuarps. My name is Preston Richards, Deputy Adminis- 
trator of Commodity Stabilization Service, Department of Agriculture. 

We have been studying the more extensive use of purchase agree- 
ments with some of the minor commodities such as beans for perhaps 
a year. But only since the Hoover Commission report came out have 
we undertaken any extensive studies such as mentioned in this report. 

The CuarrMaNn. Is this study that you speak of, this pilot project, 
the result of a Hoover Commission report? 

Mr. Ricuarps. Only partly, Mr. Chairman. 

Mr. Scort. The next agency is the Federal Crop Insurance Corpora- 
tion. 

Recommendation No. 35: 

That premiums charged by the Federal Crop Insurance Corporation be in- 
creased to an amount which will cover losses, the cost of administration, and to 
provide reserves. 

The Department favors the recommendation of the Commission 
that the Corporation be placed on a self-sustaining basis. However, 
it does not favor the immediate inclusion of all administrative costs 
in the premium structure. 

We believe that such objective can be attained only on a gradual 
basis. Within the past 2 years a number of changes have been in- 
stituted which include an increase in premium rates in order to place 
the operations of the Corporation on a sounder basis. 

A further rate increase to cover all administrative costs would 
require legislation and would impair the progress now being made by 
the Corporation. Such an increase would necessitate a 25- to 30- 
percent raise in existing rates, which would lower participation at a 
time when the agency is striving to increase its volume of business in 
order to decrease the administrative costs per contract and spread its 
risks in order to balance the existing concentration of liability. 

It would also mean that insurance could not be provided in counties 
where administrative costs are now high in comparison to premium 
income, or in counties which would not meet the statutory minimum 
participation because of sales resistance resulting from the increased 
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rate; needed experiments with revised plans of insurance, and on 
new crops, would have to be restricted or eliminated since the admin- 
istrative costs for such expertment programs are necessarily high and 
the indemnities thereunder are oftentimes excessive. 

Finally, I should like to consider with you the recommendations of 
the Commission for the Rural Electrification Administration. 

Recommendation No. 36: 

(a) That the Rurai Electrification Administration be reorganized on a self- 
supporting basis; 

(6b) secure its financing from private sources; and 
‘ te) as reorganized, be made subject to the Government Corporation Control 
ALC. 

(a) Reorganization on a self-supporting basis: Assuming legislation 
was enacted to put into effect this recommendation, the interest in- 
come of Rural Electrification Administration would necessarily have 
to be increased in order to meet the expenses of the agency. 

In addition to a higher interest rate, a charge would be necessary 
to borrowers to cover the cost of processing loans, since this money 
would be required by REA immediately and could not be recovered as 
a component of the interest charge over the life of the loan. 

It should also be noted that the cost of servicing loans already made 
would have to be covered by the interest rates on new loans since 
presumably any new increase in interest rates could not be effected on 
loans already made. 

It is not likely that REA would make many loans on these terms, 
unless drastic changes were made in REA loan amortization require- 
ments which provide for complete retirement of the principal over the 
loan period. The recommendation of the Commission makes no men- 
tion of this possibility. 

A change to a partial retirement of debt which would result in a 
permanent debi of, say, 40 percent of assets (which is equivalent to that 
common in the utility industry) would offset to a considerable degree 
the effect of increased interest rates. 

Otherwise, it seems likely that REA would operate at a substantial 
deficit and with little activity other than the servicing of loans already 
made, and would necessarily require appropriations to finance its ac- 
tivities. 

(b) REA secure its financing from private sources: REA is currently 
paying 2 percent interest on funds borrowed from Treasury. It is 
estimated that 35-year debentures issued by REA with Government 
guaranty or secured by the income from existing REA loans would 
cost about 3.5 percent interest at the present time. Money could be 
obtained for shorter periods than 35 years to meet the REA financing 
requirements, although it seems undesirable to obtain money for 
shorter periods of time than 5 years. Five-year debentures such as 
REA might issue would require a minimum of 2.25 percent interest on 
the current money market. 

(c) REA be made subject to the Government Corporation Control 
Act: Assuming the first two parts of the Commission’s recommenda- 
tion were adopted, it undoubtedly would be necessary that REA op- 
erate as a corporation in order for it to borrow funds in the private 
money market. REA would present a business-type budget annually 
to the Bureau of the Budget, the President and the Congress. Con- 
gress would annually approve REA expenditures for operating pur- 
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poses. The necessity for congressional action on Rural Electrification 
Administration’s annual lending authority would depend on the provi- 
sions contained in the basic legislation pertaining to REA. 

The Department is always interested in any proposal for improving 
its programs. We believe, as do many REA borrowers and their 
farmer members, that the possibility of strengthening the rural 
electric and telephone systems through the use of private capital, 
freeing them from complete dependence on Government, is a desirable 
long-range objective which should be more fully explored. 

We are willing to study with the people involved any plans that 
have merit to determine if there is a better way to accomplish the 
objectives of the REA program. This, of course, requires that we 
give consideration to the existing situation with respect to the $3.2 
billion which has already been loaned. 

Obviously the people affected would be unwilling to change their 
contracts without some benefit to them. The contracts between the 
Government and the REA borrowers are legal documents and no 
change could be made in them without the consent of the borrowers. 
The Commission’s recommendation would provide for placing the 
full burden for administering the program, including the loans already 
made, upon the new loans. We have grave doubts of the soundness 
of attempting to make new REA loans carry the full burden of the 
expense of the program. 

I appreciate and thank you for this opportunity to appear before 
you to present to you the views of the Department of Agriculture on 
the Commission’s recommendations pertaining to the lending agencies 
of the Department. 

Mr. Henperson. Mr. Scott, with reference to REA’s financing, 
“(a) That the Rural Electrification Administration be reorganized on 
a self-supporting basis,’’ you refer to the increase that would have to 
be put into effect. 

Could you give us some rough idea of what that increase might 
cost? 

Mr. Scorr. Mr. Partridge, representing the Administrator, has 
those figures. 

Mr. Parrrincs. We have made studies of the effect of the increase 
that would be necessary under the recommendations. The variable, 
of course, in these interest rates is the cost of private money. That 
of a depends on the period of time for which the money is ob- 
tained. 

We estimate that the interest rate on the electric loans would have 
to be increased from 2 percent to about 4.8 percent to 6.1 percent— 
something in that range—depending upon the period of time for which 
we obtained the private funds. 

In the case of the telephone loans program, we estimate that the 
interest rate would be something in the range of 6.1 percent to 7.4 
percent, depending again upon the period of time for which we bor- 
rowed the money. 

In addition to that, we would be required to make an underwriting 
charge for the purpose of covering the cost of processing the loans. 
As Mr. Scott mentioned, it would not be feasible to recover that over 
the life of the loan. That would have to be in hand to cover current 
operations. That service charge would amount in the case of the 
electric program to approximately $4 to $4.50 per $1,000 of loan. 
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On telephone loans the service charge would amount to $15 to $16 
per $1,000 of loan. 

These are rough estimates, but we believe that they are something 
near the rates which would have to be charged. 

Mr. Henperson. What general effect do you think that will have 
on the program, Mr. Partridge? 

Mr. PartripGe. There are very few borrowers who could pay those 
interest rates. It is doubtful that any of them would pay those 
interest rates. 

Mr. Henperson. With reference to (6), Mr. Scott commented on 
the possibility of financing from private sources at a possible 3 
percent interest. What effect do you think that would have on a. 
program? 

Mr. PartrrinGe. That has been taken into account in the interest 
rates which I just quoted you. The rate to which Mr. Scott referred 
was the average rate at which we would anticipate we could borrow 
money for a period of 35 years. We believe it would be approximately 
3.5 percent on today’s money market. The effect would be essentially 
as I have already outlined for the interest rates overall. 

The CHarrMAN. Are you of the opinion that the REA was a good 
experiment, Mr. Scott? 

Mr. Scorr. Yes. It is very clear that it has been. I think it is 
proper to say it has spurred the private utilities to extend their 
services out into rural areas, in addition to the direct help which 
REA has given in financing more than half of the extensions of lines 
since it was organized. Electrical service, as you know, Mr. Chair- 
man, is now available to more than 92 percent of the farmers in this 
country. REA has been a great help to agriculture and the whole 
economy. 

The CHarrRMAN. Do you think from a standpoint of the philosophy 
of government that the REA was a good experiment? 

Mr. Scorr. I certainly do, Mr. Chairman. 

The CuarrMan. What have been the net losses under this program? 

Mr. Scorr. There have only been 2 actual chargeoff of losses since 
the system was organized, one involving a total chargeoff, including 
interest, of $37,230.05; and the other, a total charge of principal and 
interest of $7,248.08. 

The CHarrMANn. Those losses were incurred out of loans totaling 
how much? 

Mr. Scorr. There have been total commitments of over $3 billion. 
The actual disbursements are a little under that. We will get you 
that figure. 

(The data requested are as follows: ) 


| Rural electric | Rural telephone 
program program 


— = | eee —— 


| $226, 605, 542 
‘ 2, 585, 237, 126 | 95, 600, 457 
| 


Total loans, May 31, 1955 isk elsh heft eis sc snaein io ligga cipal 
Total advances of Joan funds, May 31, 1955 ee eee 








The Cuarrman. I just asked Mr. Scott, Mr. Jonas, what have 
been the net losses under REA. He has just testified on that subject. 
Would you repeat them? 
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Mr. Scorr. There have only been 2 actual chargeoffs of loans, one 
amounting to $37,230.05, and the other: $7,248.08. There are a few 
loans that are classed as problems that are being given close super- 
vision. There is a program underway in the system now, a power-use 
program, that has as one of its main purposes assisting these coopera- 
tives to extend their services in a sound way, in a way that will be 
helpful to their farmer patrons and result in a larger sale of energy 
by the cooperatives and thus increase their operating margins. This 
will place them in a stronger position to meet the maturities on their 
loan with the Government. Those maturities increase generally as 
the period extends. 

We think this power-use program is going to be very helpful in 
building these cooperatives more strongly, in building up their equities, 
enabling them to more completely meet these maturities as they arise. 
There are some problem loans that, while it is not known at this 
time just what the outcome will be, present some collection problems. 

The CuHatrMAN. Do you favor the formation of these cooperatives? 
Did you favor them, and has the result been beneficial? 

Mr. Scorr. Yes; I believe very strongly in coopératives. If they 
are run by good leading farmers, as they usually are, with a proper 
interest toward service to their patrons, I think they have a good 
record throughout the country where they are well managed. 

Mr. Brown. I think, Mr. Chairman, that we can all agree that the 
Rural Electrification Administration as such has as a whole been a 
good thing for the country. 

However, I am just wondering if you have any objection to the 
recommendations of the Commission to the effect that REA should 
be made self-supporting as strictly as possible? Do you think any 
cooperative ought to be on that basis as strictly as possible? 

Mr. Scorr. I personally do. And in our statement here we agree 
that this objective should be fully explored. 

Mr. Brown. You think that is a pretty good objective for any 
business? In other words, it is one thing for the Government to loan 
its credit to an enterprise and another thing to support it continuously 
and eternally, is it not? 

Mr. Scorr. I agree with you fully on that. 

Mr. Brown. I think the Government has the responsibility to help 
people in groups or classes do something for themselves. But whether 
or not the responsibility goes so far that the Government must con- 
tinue that forever rather than permitting the program to get on a self- 
supporting basis is a different matter. So you do not object to that 
particular part of the recommendation. 

What do you think about it securing its financing from private 
sources rather than Government when it can, as soon as it can? 

_ Mr. Scorr. We favor that as a long-range objective. The situation 
in REA is about this, as we see it. They have done a grand job of 
getting the services out in the outlying areas. 

Mr. Brown. I rather think that is one of the good things that has 
been done. There are a number of good things that have been done. 

Mr. Scorr. It is showing up now that the power loads on these 
lines that were put up are increasing so rapidly that there is a big job 
of heavying up these facilities and lines. 

Mr. Brown. Especially on the older ones that were put up as 
cheaply as possible. 
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Mr. Scorr. That is right. We think that the cooperatives in their 
best interest and to carry out the purposes which the Congress had in 
mind need some time to get their equities built up out there and 
get their facilities in line. 

Mr. Brown. If they were to be placed on a self-supporting basis 
or financed through private sources, would you have any objection 
to their coming under the Government Corporation Control Act if 
they were separate agencies? 

Mr. Scorr. No, sir. 

Mr. Brown. That is the (c) recommendation. 

Mr. Scorr. That is right. 

Mr. Brown. So your real objection to this recommendation No. 36 
is to timing more than anything else. 

Mr. Scorr. That is right. 

Mr. Brown. Now let me ask you one other question, Mr. Scott. 
You talked about the losses. I was much impressed with the losses. 
But, I think you mentioned there that the REA paid 2 percent interest 
on their money which the Government, the taxpayers—you and I 
and others—furnish. The cost to the Government has been some- 
where around 3 percent, anywhere from 2.86 to 3.14, if I remember 
my figures right, on the cost of money to the Federal Government 
which it has put into these different activities. 

Therefore, besides the losses you mentioned, is not the Federal 
Government out the difference between the rate they received in 
interest on the loans they made REA and what they had to pay for 
the money they borrowed to turn around—that is, the Treasury— 
and lend it to REA? 

Mr. Scorr. Mr. Brown, I must say I am getting out of my field 
on this cost-of-money question. 

Mr. Brown. I want to get you right back in this field. You 
plowed part of it. We are going to finish this row. 

Mr. Scorr. I did not recall that the average rate to the Treasury 
was as high as you stated it. I am willing to accept your statement 
on that. 

Mr. Brown. That is right. That is the loss. The rate charged 
to REA shall not be over 2 percent, and that does not go to the question 
of whether REA is good or bad or whether it should or should not be 
done. 

I am trying to get at the fact whether, if that is a part of the cost, 
that extra amount of interest we have had to pay, besides the loss 
on these loans, that has not been a loss to the taxpayers, the Treasury. 
They are out just that much, are they not? 

Mr. Scorr. I would agree that if there has been an average cost 
of money to the Treasury in excess of this 2 percent——— 

Mr. Brown. You read the report. You criticized it, I understand. 
If you read it, you will see it says so very plainly as to the cost. 

The CHarrMAN. He was not critical of the report. He differed 
with some of their recommendations. 

Mr. Brown. I said if he had read the report, he would read that. 
It is here. Now the question comes up that that is a part of the cost 
to the taxpayers. That brings up the question that if you want to 
do this thing—and perhaps this is the smart thing to do and a wise 
thing for the Government to do—then should it not actually be in the 
form of a subsidy straight out on the basis that the Congress has de- 
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cided it is in the public interest, to wit, getting electricity to the farms 
of the Nation? 

Would that not be a far more decent and honest way to do it? 

Mr. Scorr. Mr. Brown, you feel the way it is now that there is 
something hidden that does not show? 

Mr. Brown. It does not reflect the true cost when you say there 
has only been so much loss or so much cost. If you loan money at 
2 percent and it costs you 3, you have lost 1 percent of interest on 
every dollar you have loaned every year, have you not, to the 
Treasury? 

Mr. Scorr. I think it is very much in order. 

Mr. Brown. So the quicker you could follow up this reeommenda- 
tion without injury to the REA—and certainly nobody wants to 
destroy it—and put it on a self-supporting basis, then the better. Is 
that not true? 

Mr. Scorr. In response to your earlier question, I think that it is 
in the interest of the public and the agency, too, to have these actual 
costs put right out in front of everyone. 

Mr. Brown. Then let me ask you one other question. Have not 
some of these loans which have not developed into losses actually 
been nearly in default and then refinanced by REA? Have you had 
any of that experience? 

Mr. Partripee. No, sir; we have not. We have not refinanced 
any of our loans. I know that impression was given in some of the 
earlier hearings. 

Mr. Brown. Before Congress? 

Mr. Partripce. Here, sir, on the first day of the hearing of this 
committee. But REA does not refinance its loans. In other words, 
specifically we do not make loans to borrowers for the purpose of 
paying off loans which they previously received from REA. 

Mr. Brown. For reorganization purposes, or anything like that, 
where they reorganized a cooperative or anything like that? 

Mr. Parrrince. No, sir. We have made no loans for that purpose 
either. 

Mr. Brown. The next question I want to ask is based upon your 
statement as to how many farms have been electrified, and I think in 
June of 1954, 92.3 percent of all farms were electrified according to 
the Commission report. Fifty-four percent of these farms were sup- 
plied by electricity through agencies financed by the Rural Electri- 
fication Administration, and 46 percent supplied by privately owned 
utility companies. 

I think that is one of the great things that REA did. They made 
the private public utilities get the lead out of their shoes and start 
moving on this very important problem of furnishing electricity to 
the farms. 

Now, I think you made a good point on the necessity to rebuild some 
of these lines. But since you have almost reached the saturation 
point and are up against the proposition now not of extending lines 
to other farms but perhaps in certain instances replacing or rebuilding 
or modernizing—which you do in any business or industry continu- 
ously, which private utilities do as well as the ones owned by coop- 
eratives—do you not think that as rapidly as possible we should put 
this thing on a self-supporting, self-operating basis so the people who 
participate can own their own organization, their own Government 
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corporation? It should stand on its own feet like the Federal Deposit 
Insurance Corporation. That was started by the Government and 
when the Government loaned its credit and its money to start a thing 
that was good for the country, good for the banking industry, and 
then permitted the thing to get on its own feet, pay back what it 
owed, and operate on an actuarial basis that was sound. 

That was the Commission’s recommendation, as I understand it. 
Maybe I do not understand it. I just heard it discussed a few days. 

Mr. Scorr. As we mentioned in our statement, Mr. Brown, we 
have found in discussing the affairs of REA with the farmers out in 
the country, there is a sentiment that shows up here that we know is 
characteristic of them. They are interested in doing things that will 
get their cooperatives the same as their own farms, on a basis to 
stand on their own feet. 

Mr. Brown. You brought up a point that I want to emphasize. 
As a member of the Hoover Commission and as a Member of C ongress, 
as soon as this was released somebody—and I do not know who and 
IT am not accusing any particular person—evidently sent out false 
statements and propaganda to REA cooperatives all over the country. 
People were getting them and it was passed down the line. These 
statements were to the effect that the Hoover Commission was 
trying to destroy and put completely out of business the Rural 
Electrification Administration, which of course you know and I know 
is not so. It was not true. But somebody put that out. 

They sent the impression out to the farmers of the Nation that 
this whole recommendation, which in my belief is exactly what the 
average farmer that I have talked to wants when we sit down and 
read the reports—and I have a lot of REA in my country and I 
helped start some of it personally because I felt the private public 
utilities in that area were not doing what they should have done and 
what they found out later they could do and did do when they were 
forced to it in other areas—but when you sit down with these sub- 
scribers, the stockholders of these cooperatives, they say, ‘“That is 
what we want to get done just as soon as we can.” It is exactly 
what the Hoover Commission has recommended. 

“‘We would like to have it so we could do our own financing, so we 
run our own affairs, so we are not controlled by appropriations 
from Congress.”’ 

So what is wrong with that? 

Mr. Scorr. Let me assure that the Department circulated no such 
reports as that, nor the Administrator either. 

Mr. Brown. I understand you did not. I want to be very sincere 
in that statement. 

Mr. Scorr. We feel, as we have indicated here, that this is something 
that is worthy of discussion with the leading farmers who are the 
directors and members of these cooperatives. We have a great deal 
of faith in the ability of farm people to make sound decisions. We 
expect to sit down with them and talk these matters over on an 
individual REA basis. Some of them have been more successful in 
getting ahead and building up equities than others. 

Mr. Brown. You cannot do it all at once. We agree on that. 

Mr. Scorr. Recognizing that it is something that needs to be 
planned out carefully in the light of what their real job is, what their 
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needs for equities are locally, and that the objective is all right. 
It is a case of working it out with the local people. 

Mr. Brown. That is exactly what this Commission is trying to do— 
to point out in its best judgment to the Congress what it thinks can 
be done to lift the burden off the taxpayers and to put these different 
operations on a sound, feasible self-sustaining basis—which, after all, 
is what we ought to do in every Government activity unless there is a 
great emergency, disaster or something else where we have got to 
forget all about the rules of reason and commonsense and go do 
the. job. 

] ‘think the REA helped greatly in the recovery of this country. 
You did not have quite as good a success with REA during the early 
days, during the depression days, as you have had now because you 
have more prosperity. You have greater use of electricity. But in 
turn REA helped build up that demand for electricity, as you and I 
know. And in many eases it helped business on the side through this 
investment we made. 

But the Commission recommends as soon as you can, you get it 
switched over to the other so that there is no hidden subsidy. If it is 
necessary for Congress to give a subsidy and it is decided that it is in 
the best interests ‘of the whole people, then we ought to give it right 
out and not cover it up by a low interest rate when we have to pay a 
high interest rate and borrow the money ourselves to do it. 

Mr. Scorr. We intend to continue to talk with the people out there, 
keeping in mind what the Congress had as the objective and the 
purpose of this REA program, and see if there are ways in visiting 
with those leading directors and farmers we can jointly work out 
ways that will carry that out and do it in a better way. We are 
interested in improving the program along that line. 

Mr. Brown. Now I know that there was a moratorium period 
declared at one time on interest, was there not, on some of these loans? 
They did not have to pay interest for a time. That was an attempt 
of Congress to serve. Is that not true? 

Mr. Parrriper. Sir, they do enjoy a deferment on interest up to 
5 years, but the deferred interest is paid thereafter. 

‘Mr. Brown. That is a subsidy really by Congress. They do not 
pay the interest for 5 years. That is really a subsidy by the Govern- 
ment, that is, Congress, taking the people’s money and helping this 
thing get started for the best interests of all concerned, I presume. 

The CuarrMan. It is taking the people’s money to help the people. 

Mr. Brown. To help certain parts of the people. Some of us have 
not got a nickel’s worth of help out of that. I doubt whether you have 
much REA in Chicago. You may have. 

Mr. Scorr. I am sure we all realize that bringing this vast system 
of electric energy out into all these rural areas has been a wonderful 
thing to the economy everywhere. 

Mr. Brown. That is right. That has been done. Now the Com- 
mission comes along after you have been started for a considerable 
time and suggests that you do these certain things to try to get it on a 
self-operating business basis. I think perhaps we ought to devote 
our attention to trying to accomplish that purpose. I do not believe 
it can be done overnight. I do not think the Commission ever envi- 
sioned that it should be done overnight; that you should say, ‘“Now, 
beginning on July 1, so-and-so should happen.” 
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As you so ably said, there are different situations in different coop- 
eratives. Some are in pretty good shape. I think I know some that 
could start almost tomorrow and finance themselves privately and 
carry any interest rates they had to. Others could not possibly do it. 

Do you not think we ought to take the long view look? Do you not 
think if we want to accomplish the very things the chairman talked 
about and others have talked about, as soon as we get to the place 
where we accomplish that, in order that we may have the strength 
to do other things that may be necessary for the people later on, we 
should switch these activities into self-supporting, self-governing 
operations and take the Federal Government out? 

You have practically all the farms in the Nation covered. You 
may have to rebuild lines. You may have some situations like that. 
Then this is not such a bad recommendation, is it? 

Mr. Scorr. No. It is an objective that we have found a good 
many of the farmers believing in. It is a question of how it can be 
worked out and when. 

Mr. Brown. We do not say in there just exactly how and when you 
ought todo it. We just suggest to Congress that that be an objective. 

The CuarrMan. As a member of the Commission, Congressman, 
did you have in mind any time when we ought to do this? You said 
you did not recommend doing it now. 

Mr. Brown. I tried to make it very clear that some of it can 
possibly be done very quickly. Some of it cannot be done over a 
period of time. It ought to be worked out in the administrative 
offices of the Government. 

The Cuarrman. But in your judgment, as quickly as possible? 

Mr. Brown. There may be—and I have not examined each indi- 
vidual cooperative—individual cooperatives that can come under this 
setup promptly and can take care of themselves. I do not think the 
average American citizen, Mr. Chairman, whether he be a member of 
some cooperative or somebody else, wants to depend upon congres- 
sional appropriations and governmental subsidies if he can put himself 
or his cooperative or his organization or bis business on a sound basis 
where he can run it himself, he and the others who belong to it. 

The Cuarrman. The Government is the people’s business. The 
people do not run their business for profit, and they sometimes run 
it at a loss; but if it is the people’s business, it is for the good of the 
whole. We fight wars for that reason. That is money that is shot 
out the window, but it is to preserve your Nation. 

So, to preserve the economy of the Nation, it was necessary to do 
certain things. The question is whether the time has arrived when we 
are going to do away with them. There is a fear in the minds of the 
people that steps are being taken to remove certain agencies that 
meant so much to them, and it is a legitimate fear. I do not think 
Mr. Scott is responsible for it. 

Mr. Brown. We seem to be able to convince everybody but the 
chairman. Of course, it is just possible we might want to use some of 
this money to build some schools some day. 

The Cuarrman. And when we want to use money to build schools, 
it will be the taxpayers’ money spent for a service to people from 
whence you do not expect any return financially. That is the purpose 
of government. Government can only be maintained by the people’s 
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money, by taxation. It is used always for the benefit of the people in 
order to make our country a stronger, better Nation. 

Mr. Brown. The difficulty, Mr. Chairman, is we have not only 
been maintaining it with the people’s money, but with our children’s 
and our grandchildren’s money. We have been borrowing for a lot 
of what we have done. 

The CuHarrMANn. We will survive as long as we keep the faith. 
Thank you, Mr. Scott. 

Mr. Brown. I am glad the gentleman agrees that this is not such 
a bad recommendation after all. 

The CHarrMaN. I think it is a good recommendation. 

Maj. Gen. Glen E. Edgerton. This will be the last witness called 
today. I know we have many witnesses who have been so patient. 
The Veterans’ Administration witness will be the first witness to- 
morrow. I am sorry we could not get to you this afternoon, but the 
general has been here every day and he was slated as the next witness 
and so advised. 

Mr. Datey. Mr. Chairman, my name is T. F. Daley. I am from 
the Office of Legislation of the Veterans’ Administration. As I 
explained to the clerk of the subcommittee this morning, Mr. Thomas 
J. Sweeney, who is the Assistant Deputy Administrator for Loan 
Guaranty, will unfortunately have to be absent from Washington 
tomorrow on another official commitment. If it would be possible 
for the Chair to adjourn the presentation of the Veterans’ Administra- 
tion to another date 

The CHarrMAN. Would Wednesday suit you for Mr. Sweeney? 

Mr. Datey. Thank you, Mr. Chairman. That will be splendid. 

(On June 27, 1955, the chairman received the following letter:) 





DEPARTMENT OF AGRICULTURE, 
Washington, D. C., June 24, 1955. 
Hon. Writram L. Dawson, 
Chairman, Committee on Government Operations, 
House Office Building, Washington, D. C. 


Dear Mr. Dawson: In reviewing the transcript of testimony before your 
committee on June 20, concerning the Hoover Commission recommendations on 
lending, guaranteeing, and insurance activities, we find that in the discussion of 
the programs administered by the Rural Electrification Administration the record, 
particularly when read without reference to the Department’s detailed report to 
the committee on these recommendations, does not fully reflect the position of 
this Department and could be misunderstood. We wish to call attention to and 
reemphasize certain statements contained in the Department’s report. 

In discussing recommendation No. 36, the Department’s report to the com- 
mittee pointed out that strengthening the rural electric and telephone systems 
through the use of private capital is a desirable long-range objective which should 
be more fully explored. I wish to emphasize the importance of the long-range 
aspect in these considerations. I do not believe this was emphasized adequately 
in the testimony. REA borrowers will require a substantial period of time to 
achieve the net worth prerequisite to obtaining private financing. During this 
period, we will have an opportunity to determine with the borrowers the advan- 
tages and disadvantages of any proposal and to develop an acceptable plan. 

The interest rate on loans made by REA is fixed at 2 percent by title V of the 
Department of Agriculture Organic Act of 1944. The Department agrees that 
the interest rate charged REA borrowers should be adequate to cover the cost 
of the money to the Treasury. This is being accomplished by the 2-percent rate 
which has been in effect during the period 1944-55. The Derartment’s re_ ort 
did not show the interest rates paid by REA borrowers and the rates paid by 
Treasury on marketable securities, as reported in Treasury bulletins, but in light 
of the discussion before your committee on June 20, these figures may be of interest 
to the committee. The rates are as follows: 
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It will be noted that in all except 4 years during the 16 years for which data are 
available the interest rate charged by REA has exceeded the cost of money to the 
Treasury as measured by the annual interest rate on marketable Treasury issues. 

We should also like to call attention to the distinction between REA, a Govern- 
ment lending agency, and the cooperatives which are independent, private, local 
businesses borrowing money from REA, with reference to the possible applica- 
bility of the Government Corporation Control Act. This distinction was not 
clearly recognized in some of the discussions. 

We trust you will find it possible to insert this letter at the close of my testimony 
on page 131 of the typed transcript. 

Sincerely yours, 
K. L. Scort, 
Director, Agricultural Credit Services. 


The CHarrMan. General, will you identify yourself? 


STATEMENT OF GLEN E. EDGERTON, PRESIDENT, EXPORT-IMPORT 
BANK; ACCOMPANIED BY HAWTHORNE AREY, DIRECTOR, 
EXPORT-IMPORT BANK 


Mr. Epcrerton. My name is Glen E. Edgerton. I am the President 
and Chairman of the Board of the Export-Import Bank. I am 
accompanied by Mr. Hawthorne Arey, one of the members of the 
Board who has had long experience with the bank. If you like, I 
have a prepar ed statement which I would like to read to the committee. 

The CuarrMan. You may proceed as you wish, Mr. Edgerton. 

Mr. Epcerrton. In response to the invitation of the committee, I 
am very pleased to present the views of the Export-Import Bank on 
the recommendations of the Commission on Organization of the Execu- 
tive Branch of the Government concerning the operations of the Bank, 
which were included in the report on Lending Agencies submitted to 
the Congress in March of this year. 

Previously, in reply to an inquiry from your chairman, I forwarded 
on April 13 a letter in which I analyzed and commented in some detail 
upon the recommendations in respect to the Export-Import Bank. 
Assuming that the letter may become a part of the record, it seems 
appropriate at this time merely to summarize our views on the subject. 

The specific recommendation of the Commission concerning the 
Export-Import Bank is numbered 38 and is divided into three parts as 
follows: 

(a) That the Export-Import Bank cease normal commercial short- 
term import-export loans; 
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(6) That the Export-Import Bank be set up as the sole Federal 
instrumentality for making long-term export loans, loans for the 
development of foreign resources, and loans to foreign governments; 
and 

(ec) That the Congress provide by annual appropriation the funds 
necessary for the purposes described in (0). 

The recommendations appear to be influenced by two misunder- 
standings: 

(1) The assumption that the Export-Import Bank makes normal 
commercial short-term export-import loans; and 

(2) The assumption that local banking facilities of the country are 
ample to finance exports and imports. 

With respect to the recommendation that the Export-Import Bank 
cease normal commercial short-term import-export loans, it should be 
pointed out that the bank does not make such loans, primarily for the 
reason that short-term credit is available through private sources. 

The Export-Import Bank restricts its loans in aid of exports to 
medium- and long-term transactions involving credit of 1 year or more 
Commercial short-term loans have always been considered to be loans 
for not to exceed 180 days. 

Since the bank does not make short-term loans, it is unable to agree 
with the conclusion that compliance with this recommendation would 
effect a return of funds to the Treasury. 

The Commission has corrected the error in its report to the effect 
that the National Foreign Trade Council, Inc. believes that normal 
banking facilities of the country are ample to finance exports and 
imports. 

The Foreign Trade Council has consistently supported the activities 
of the Export-Import Bank in the field of medium and long-term 
credit to finance exports, on. the ground that such credit is not available 
in the private market. Of 17 commercial bankers who, in. January 
of 1954, appeared before the Banking and Currency Committee of the 
Senate in connection. with the study of the activities of the Export- 
Import Bank, all but 1 testified in support of the continuation or 
increase of the operations of the agency. 

This also was the view of the great majority of United States ex- 
porters questioned by the Senate committee. Asa result of that com- 
mittee’s study of the subject, legislation was enacted by the Congress 
in August 1954 increasing the lending authority of the Export-Import 
Bank. 

The Commission has recommended that the bank be set up as the 
sole Federal instrumentality for making long-term loans, loans for 
the development of foreign resources, and loans to foreign govern- 
ments. 

The bank is presently engaged in these activities. Whether or not 
it should be the sole instrumentality may depend upon factors im- 
portant to the objectives of some other agencies and upon. circum- 
stances not now foreseeable, but the bank has no exception to take to 
the proposal. 

The Commission. has recommended that the Congress provide by 
annual appropriation. the funds necessary to carry out the purposes of 
the Export-Import Bank. 

Iam unable to agree with that recommendation. Such a procedure 
would require the bank to submit far in advance estimates of loan 
64865—55 6 
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the Commission has been misled, and if the State Department has 
been misled or misunderstood what the situation is, just how are we 
going to clear it up? 

You say we should not make a recommendation like this because 
you do not make any short-term loans. The State Department says 
we ought not to stop short-term loans because you have been making 
them and they are good and they ought to be continued. 

Mr. Epesrron. I assume, sir, that was a question of what was a 
short-term loan. 

Mr. Brown. I think that is true. I do not think the State De- 
partment knows its head from a hole in the ground about what a 
short-term loan is. Their letter indicated they considered these 
loans to be loans of up to 7 years. I do not think you consider that 
a short-term loan in banking circles, do you? 

Mr. EpvGerron. No, sir. 

Mr. Brown. No other banking concern that we were able to find 
considered it a short-term loan. ‘Then why would the State Depart- 
ment take that position? That is what is wrong. That is what we 
find all the time, these conflicts between different departments and 
agencies of government. 

The CuarrMan. I do not think the State Department was wrong 
in its interpretation of a short-term loan in that it says: 

Recommendation 38 proposes that the bank cease normal commercial short 
term import and export loans, presumably loans of 1 to 7 years. 

Do you not regard those as short-term loans? 

Mr. Brown. No, but the State Department did. 

The CHarrRMAN. The State Department was referrring to short- 
term loans, presumably loans of 1 to 7 years’ duration. 

Mr. Brown. And that is not a short-term loan. 

The CHarRMAN. That is once again a conflict in definition as to 
what is a short-term loan. 

Mr. Brown. It is not so understood in financial circles. 

The Commission was talking about loans which they considered 
as short-term loans and as the banking fraternity understood them 
and as your Board of Directors understood them—generally from 1 
month up to 6 months, and seldom over a year. 

I have never heard of a loan over a year being termed a short-term 
loan, have you? 

Mr. EpGerron. No, sir. 

Mr. Brown. And you have been in this business a long time and 
know a lot about it. 

Mr. Epcrerton. Not so very long, but long enough to know what 
a short-term loan is, I think. 

Mr. Brown. I hope perhaps you can set our friends down in the 
State Department mght on this thing. Would you take that on as 
another assignment just as you have assumed this job that has been 
given to you heading the Export-Import Bank? 

Mr. Epcerton. Yes, sir. 

Mr. Brown. Let me ask you one other question here. I am not 
sure I understood your statement correctly. Do you think that () 
in recommendation 38, that the Export-Import Bank be set up as the 
sole Federal instrumentality for making long-term export loans and 
loans for the developments and foreign resources and loans to foreign 
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governments, is not good? You do not like that because it would take 
you into a new field. Is that it? 

Mr. Epaerron. No, I merely meant to say that there are possible 
ramifications I may not be able to cover adequately in a statement at 
this time. 

Mr. Brown. We thought you had done such a good job that we 
were going to give you another assignment and get rid of some of the 
things that we had found in other studies which had been a little 
wasteful and extravagant of people’s money. We would rather have 
an organization such as yours operate than some other organization. 

Mr. Epa@rerton. My point was that it was a pretty broad field ‘and 
I just do not know all about all of them. I was afraid to say that it 
was a desirable thing. I do not believe the bank would have any 
objection to it. 

Mr. Brown. You do object to (c) as a procedural matter of having 
Congress appropriate the money. Congress likes to control its own 
money and the people’s money. 

Mr. Eperrron. Yes, I am for that generally; but it seems like in 
this business it is pretty hard to deal with. 

Mr. Brown. Do you not think that is worthy of consideration by 
both your organization and the Congress itself and perhaps out of it 
might be worked some method whereby the Congress which controls 
the purse strings could have a little closer check on the amount of 
money that is obligated or might be obligated because the Treasury 
is obligated now under the present law to let you have more money 
than you have ever used? It is still sort of a secondary obligation 
we always have to take into consideration. Do you think that is 
worthy of exploration and study? 

Mr. Epeerton. | think that that may be. I believe that it is de- 
sirable to make the regulation more by controlling the total amount 
of our loans than to examine them as specific case-by-case items far 
in advance. 

Mr. Brown. Under the Government Corporation Act. 

Mr. Epeerron. Yes, sir. 

Mr. Brown. Now, of course, you do not feel you should make 
short-term loans; do you? 

Mr. Epgerton. No, sir. 

Mr. Brown. If the Hoover Commission was under the impression 
that you were still making them, and evidently the State Depart- 
ment is under that impression, then that recommendation of the 
Hoover Commission was not such a bad one; was it? 

Mr. Epaertron. That would be all right. 

Mr. Brown. I am just trying to find out what is wrong with these 
recommendations. The only difference I see between the Commis- 
sion and yourself, General, is over recommendation (c), that Con- 
gress provide by annual apropriations. 

Now, I think we had a further explanation in here. Here is the 
explanation that the Commission had for making (6). I hope we do 
not flatter you too much. 

This recommendation was made in the hope that because of the greater sense 
of responsibility and greater experience with foreign loans of the Export-Import 
Bank, it would give wiser decisions and better administration than the Foreign 
Operations Administration, since terminated by the Congress 


which, in my opinion, gentlemen, is a pretty good compliment to 
your organization. 
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1 Comparable data for years 1936-38 are not available. 


It will be noted that in all except 4 years during the 16 years for which data are 
available the interest rate charged by REA has exceeded the cost of money to the 
Treasury as measured by the annual interest rate on marketable Treasury issues. 

We should also like to call attention to the distinction between REA, a Govern- 
ment lending agency, and the cooperatives which are independent, private, local 
businesses borrowing money from REA, with reference to the possible applica- 
bility of the Government Corporation Control Act. This distinction was not 
clearly recognized in some of the discussions. 

We trust you will find it possible to insert this letter at the close of my testimony 
on page 131 of the typed transcript. 


Sincerely yours, 
K. L. Scort, 


Director, Agricultural Credit Services. 


The CHarrRMAN. General, will you identify yourself? 


STATEMENT OF GLEN E. EDGERTON, PRESIDENT, EXPORT-IMPORT 
BANK; ACCOMPANIED BY HAWTHORNE AREY, DIRECTOR, 
EXPORT-IMPORT BANK 


Mr. Epcrerton. My name is Glen E. Edgerton. Iam the President 
and Chairman of the Board of the Export-Import Bank. I am 
accompanied by Mr. Hawthorne Arey, one of the members of the 
Board who has had long experience with the bank. If you like, I 
have a prepared statement which I would like to read to the committee. 

The CHarRMAN. You may proceed as you wish, Mr. Edgerton. 

Mr. Epeerrton. In response to the invitation of the committee, I 
am very pleased to present the views of the Export-Import Bank on 
the recommendations of the Commission on Organization of the Execu- 
tive Branch of the Government concerning the operations of the Bank, 
which were included in the report on Lending Agencies submitted to 
the Congress in March of this year. 

Previously, in reply to an inquiry from your chairman, I forwarded 
on April 13 a letter in which I analyzed and commented in some detail 
upon the recommendations in respect to the Export-Import Bank. 
Assuming that the letter may become a part of the record, it seems 
appropriate at this time merely to summarize our views on the subject. 

The specific recommendation of the Commission concerning the 
Export-Import Bank is numbered 38 and is divided into three parts as 
follows: 

(a) That the Export-Import Bank cease normal commercial short- 
term import-export loans; 
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(6) That the Export-Import Bank be set up as the sole Federal 
instrumentality for making long-term export loans, loans for the 
development of foreign resources, and loans to foreign governments; 
and 

(c) That the Congress provide by annual appropriation the funds 
necessary for the purposes described in (6). 

The recommendations appear to be influenced by two misunder- 
standings: 

(1) The assumption that the Export-Import Bank makes normal 
commercial short-term export-import loans; and 

(2) The assumption that local banking facilities of the country are 
ample to finance exports and imports. 

With respect to the recommendation that the Export-Import Bank 
cease normal commercial short-term import-export loans, it should be 
pointed out that the bank does not make such loans, primarily for the 
reason that short-term credit is available through private sources. 

The Export-Import Bank restricts its loans in aid of exports to 
medium- and long-term transactions involving credit of 1 year or more 
Commercial short-term loans have always been considered to be loans 
for not to exceed 180 days. 

Since the bank does not make short-term loans, it is unable to agree 
with the conclusion that compliance with this recommendation would 
effect a return of funds to the Treasury. 

The Commission has corrected the error in its report to the effect 
that the National Foreign Trade Council, Inc. believes that normal 
banking facilities of the country are ample to finance exports and 
imports. 

The Foreign Trade Council has consistently supported the activities 
of the Export-Import Bank in the field of medium ard long-term 
credit to finance exports, on. the ground that such credit is not available 
in the private market. Of 17 commercial bankers who, in January 
of 1954, appeared before the Banking and Currency Committee of the 
Senate in connection. with the study of the activities of the Export- 
Import Bank, all but 1 testified in support of the continuation or 
increase of the operations of the agency. 

This also was the view of the great majority of United States ex- 
porters questioned by the Senate committee. As a result of that com- 
mittee’s study of the subject, legislation was enacted by the Congress 
in August 1954 increasing the lending authority of the Export- -Import 
Bank. 

The Commission has recommended that the bank be set up as the 
sole Federal instrumentality for making long-term loans, loans for 
the development of foreign resources, and loans to foreign govern- 
ments. 

The bank is presently engaged in these activities. Whether or not 
it should be the sole instrumentality may depend upon, factors im- 
portant to the objectives of some other agencies and upon. circum- 
stances not now foreseeable, but the bank has no exception to take to 
the proposal. 

The Commission has recommended that the Congress provide by 
annual appropriation. the funds necessary to carry out the purposes of 
the Export-Import Bank. 

I am unable to agree with that recommendation. Such a procedure 
would require the bank to submit far in advance estimates of loan 
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that it would probably be desirable to make during the coming fiscal 
year. 

It would be necessary, therefore, for the bank either to speculate 
as to the sources, number, and total amounts of the applications for 
worthy loans likely to be received during the coming fiscal year, or 
to limit its appropriation request to applications pending at the time 
of the preparation of the budget. 

Neither course would permit the business of the bank to be per- 
formed as efficiently as it has been in the past. 

Under its present act, the Export-Import Bank may have loans or 
guaranties not exceeding $5 billion outstanding at any one time. 
The operating funds of the bank are derived from 3 sources: In 1945 
$1 billion was appropriated in the form of capital and is evidenced by 
capital stock of the bank issued to the United States and held by the 
Secretary of the Treasury. The bank may borrow from the Treasury 
up to $4 billion at any one time at rates of interest determined by the 
Secretary of the Treasury. The bank may use for loans or guaranties 
any net earnings resulting from its operations. Instead of using 
funds borrowed from the Treasury the bank may in appropriate 
circumstances guarantee loans made by commercial banks or other 
private lending sources. In all of its operations the bank is subject 
to the provisions of the Corporation Control Act of 1954. 

The Export-Import Bank has consistently operated at a profit. A 
statement of its record is set out in my letter of April 13 to the chair- 
man. May I again point out, however, that after paying all operating 
costs, such as administrative expenses, interest to the Treasury on 
funds borrowed, and dividends to the United States, the bank has 
accumulated reserves against future contingencies and undistributed 
earnings in excess of $384 million. 

The recommendation that Congress provide by annual appropria- 
tion the funds necessary to carry out the purposes of the bank would 
seriously impair its effectiveness. 

It would convert the lending operations into a form of foreign assist- 
ance program dominated unduly by political factors inconsistent with 
the present practice of extending loans based on sound economic 
considerations to meet the needs of our foreign trade and our foreign 
economic policy as they arise. 

The bank could not be expected to retain the power to conduct an 
efficient banking business if it were required to announce and defend 
publicly its lending program in advance of discussions with, or some- 
times even before receipt of applications from, prospective borrowers. 

If an appropriation were made after such public debate the lending 
of the entire appropriation in accordance with the original plant would 
be difficult to avoid, regardless of changes in circumstances encoun- 
tered between the submission of the plan and the appropriation and 
allocation of the funds. 

Much of the credit for the effectiveness of the bank in the past is 
attributable to the flexibility obtainable under the existing legislation 
which has enabled the bank to meet the extraordinary rapid and far- 
reaching changes in world conditions affecting foreign trade in the 
years since the bank was established. 

In general, we believe that the Commission has recognized that the 
operations of the bank have been successful. In fact, the Commission 
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recommends that the bank continue to perform the functions which 
have constituted its major activities. 

I believe, however, that any organization or limitation that would 
deprive the bank of the ability to continue to exercise its powers with 
due regard to sound economic and banking principles would be detri- 
mental to United States foreign economic interests and international 
trade and that the adverse effects would be felt directly by many 
private citizens and by private enterprise generally throughout the 
United States and in many foreign countries as well. 

As conditions in the world improve, and the artificial obstacles to 
international trade and financial intercourse are reduced, so that 
governmental assistance in financing foreign trade becomes less and 
less a necessity, I believe that the board of directors of the bank will 
recognize the changes promptly and will adjust its operations accord- 
ingly, as it has done very creditably in the changes that have occurred 
in the past. 

Mr. Chairman, at this point I would like to say that, while the 
statements just made are correct, I think precisely, as of the present 
time they do not properly record the fact that 12 or 15 years ago the 
bank did make some revolving credits which were of a short-term 
nature and were of the kind that would properly be called normal 
commercial loans. There are about five of those remaining on the 
books, being in the process of liquidation as rapidly as it is considered 
practicable to do. 

The CuarrmMan. Mr. Brown? 

Mr. Brown. I am sure, General, you have read the report made 
by the Hoover Commission. I would like to call your attention and 
the attention of the chairman of our committee to the fact that, as a 
whole, the Commission rather gives your organization credit for doing 
a good job. 

It has certainly been my impression that if all our lending agencies 
and financial transactions in Government had been conducted on the 
same basis as the Export-Import Bank has been conducted and would 
show the profit and the surplus that this agency has, we would be in 
better condition than we are today financially. 

I first understood you to say, and I may not have heard you 
correctly, that the Export-Import Bank does not make any so-called 
commercial, short-term import-export loans. 

Mr. Epcerron. That is right. I meant to add to the statement 
that I just made that there was a time when it did make some. 

Mr. Brown. What do you have outstanding at the present time 
in short-term loans? 

Mr. Epererton. We do not have more than $80,000, just the 
residue of these old loans. 

Mr. Brown. I think from your agency of Government, and I have 
not had time to check the task force report completely on it, the 
information was furnished to the Commission to the effect there was 
considerably more than that outstanding in short-term loans. Evi- 
dently the State Department is of that opinion because they write a 
letter criticizing the Commission to beat the band and said you ought 
to be permitted to continue to make these short-term loans. 

Why would the State Department want you to continue making 
short-term loans if you were not making them? You certainly ought 
to know the business of your. bank. I give you credit for that. If 
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the Commission has been misled, and if the State Department has 
been misled or misunderstood what the situation is, just how are we 
going to clear it up? 

You say we should not make a recommendation like this because 
you do not make any short-term loans. The State Department says 
we ought not to stop short-term loans because you have been making 
them and they are good and they ought to be continued. 

Mr. Epesrron. I assume, sir, that was a question of what was a 
short-term loan. 

Mr. Brown. I think that is true. I do not think the State De- 
partment knows its head from a hole in the ground about what a 
short-term loan is. Their letter indicated they considered these 
loans to be loans of up to 7 years. I do not think you consider that 
a short-term loan in banking circles, do you? 

Mr. EpcGerton. No, sir. 

Mr. Brown. No other banking concern that we were able to find 
considered it a short-term loan. Then why would the State Depart- 
ment take that position? That is what is wrong. That is what we 
find all the time, these conflicts between different departments and 
agencies of government. 

The Cuatrman. I do not think the State Department was wrong 
in its interpretation of a short-term loan in that it says: 

Recommendation 38 proposes that the bank cease normal commercial short 
term import and export loans, presumably loans of 1 to 7 years. 

Do you not regard those as short-term loans? 

Mr. Brown. No, but the State Department did. 

The CuHarrMANn. The State Department was referrring to short- 
term loans, presumably loans of 1 to 7 years’ duration. 

Mr. Brown. And that is not a short-term loan. 

The CHArrRMAN. That is once again a conflict in definition as to 
what is a short-term loan. 

Mr. Brown. It is not so understood in financial circles. 

The Commission was talking about loans which they considered 
as short-term loans and as the banking fraternity understood them 
and as your Board of Directors understood them—generally from 1 
month up to 6 months, and seldom over a year. 

I have never heard of a loan over a year being termed a short-term 
loan, have you? 

Mr. Epcerron. No, sir. 

Mr. Brown. And you have been in this business a long time and 
know a lot about it. 

Mr. Epcerrtron. Not so very long, but long enough to know what 
a short-term loan is, I think. 

Mr. Brown. I hope perhaps you can set our friends down in the 
State Department right on this thing. Would you take that on as 
another assignment just as you have assumed this job that has been 
given to you heading the Export-Import Bank? 

Mr. Epeerton. Yes, sir. 

Mr. Brown. Let me ask you one other question here. I am not 
sure I understood your statement correctly. Do you think that (6) 
in recommendation 38, that the Export-Import Bank be set up as the 
sole Federal instrumentality for making long-term export loans and 
loans for the developments and foreign resources and loans to foreign 
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governments, is not good? You do not like that because it would take 
you into a new field. Is that it? 

Mr. Epexrrron. No, I merely meant to say that there are possible 
ramifications I may not be able to cover adequately in a statement at 
this time. 

Mr. Brown. We thought you had done such a good job that we 
were going to give you another assignment and get rid of some of the 
things that we had found in other studies which had been a little 
wasteful and extravagant of people’s money. We. would rather have 
an organization such as yours operate than some other organization. 

Mr. Epgerton. My point was that it was a pretty broad field “and 
I just do not know all about all of them. I was afraid to say that it 
was a desirable thing. I do not believe the bank would have any 
objection to it. 

Mr. Brown. You do object to (c) as a procedural matter of having 
Congress appropriate the money. Congress likes to control its own 
money and the people’s money. 

Mr. Raeantok Yes, I am for that generally; but it seems like in 
this business it is pretty hard to deal with. 

Mr. Brown. Do you not think that is worthy of consideration by 
both your organization and the Congress itself and perhaps out of it 
might be worked some method whereby the Congress which controls 
the purse strings could have a little closer check on the amount of 
money that is obligated or might be obligated because the Treasury 
is obligated now under the present law to let you have more money 
than you have ever used? It is still sort of a secondary obligation 
we always have to take into consideration. Do you think that is 
worthy of exploration and study? 

Mr. Epe@erron. | think that that may be. I believe that it is de- 
sirable to make the regulation more by controlling the total amount 
of our loans than to examine them as specific case-by-case items far 
in advance. 

Mr. Brown. Under the Government Corporation Act. 

Mr. EpGerton. Yes, sir. 

Mr. Brown. Now, of course, you do not feel you should make 
short-term loans; do you? 

Mr. Everton. No, sir. 

Mr. Brown. If the Hoover Commission was under the impression 
that you were still making them, and evidently the State Depart- 
ment is under that impression, then that recommendation of the 
Hoover Commission was not such a bad one; was it? 

Mr. Epgerton. That would be all right. 

Mr. Brown. I am just trying to find out what is wrong with these 
recommendations. The only difference I see between the Commis- 
sion and yourself, General, is over recommendation (c), that Con- 
gress provide by annual apropriations. 

Now, I think we had a further explanation in here. Here is the 
explanation that the Commission had for making (6). I hope we do 
not flatter you too much. 

This recommendation was made in the hope that because of the greater sense 
of responsibility and greater experience with foreign loans of the Export-Import 
Bank, it would give wiser decisions and better administration than the Foreign 
Operations Administration, since terminated by the Congress— 
which, in my opinion, gentlemen, is a pretty good compliment to 
your organization. 
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I am sure you will not disagree with the finding of the Hoover 
Commission that it is a pretty capable, pretty able group of men down 
there at the Export-Import Bank. I would just like to give a little 
credit some place. 

The CuatrMan. I wish to express my appreciation for the Hoover 
Commission’s failure to follow the recommendations of the task force 
on this question. The task force recommended: 

Accordingly, we recommend that the Export-Import Bank be shorn of its lend- 
ing authority, that it be placed in liquidation as promptly as possible. 

Mr. Brown. Again, Mr. Chairman, that just points up completely 
what I have been trying to emphasize, that we are not guided by that. 
We hope that the Congress will not be guided all the time by what we 
say either. 

The CHartrMANn. We hope so, too. 

Mr. Jonas. I would like to ask a question or two on that. As I 
understand it, the bank was created during the depression years for 
the purpose of stimulating international trade. That was the general 
purpose for the establishment of the bank. What sort of loans does 
the bank make currently that it would be impossible for exporters and 
importers to get from regular banking sources? 

Mr. Epacerrton. All the loans we make, I would say, are in that 
excepted class because there is a provision of our law which we follow 
meticulously that prohibits our competing in any way with private 
capital. The words are: 

The bank shall supplement and encourage and not compete with private capita. 


So we think that none of our loans are for purposes that would have 
been served by private capital, largely because of two things, | think. 
One is the rather unsatisfactory condition of the world in respect to 
international trade and financial transactions. Many parts of the 
world have exchange controls and import and export licenses and 
nothing can be moved without a particular governmental authority. 

And the other is that in this country, at least, of late the banks are 
all commercial banks and they are governed by law and regulation and 
practice for the complete protection of their depositors. 

Mr. Brown. Length of time. 

Mr. EpGerton. So they must be in a very liquid position and they 
are not well prepared to give more than 180 days’ credit—oftentimes 
with renewals, mind you; so they may carry a single loan for a long 
tume. 

But in the world now, if you are selling abroad in a country which 
has a difficult exchange position and know you cannot get your money 
out for 4 or 5 years, that your buyer cannot pay his debt in less time 
than that perhaps merely because the government will not allow him 
to buy the dollars any faster than that, you cannot get a commercial 
bank to give you that length of time and you cannot afford to take the 
transaction without assurance that the subsequent extensions that 
you would have to have would be granted. 

Those, I think, are two reasons why governmental assistance in 
the foreign trade field is justifiable in these times. I think they are 
likely to persist for a considerable time. 

Mr. Brown. Is it not also true that the Export-Import Bank is in 
a better position to insist upon collections than are some of the pri- 
vate banks or institutions of that kind? 
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Mr. Epeerron. I think so. 

Mr. Brown. You have the Federal Government behind you. 

Mr. Eneerton. Because of its being a United States agency it 
puts it in a better position to collect loans than a private commercial 
enterprise in many circumstances. I think there are a few circum- 
stances in which it is worse, but not very many. 

Mr. Jonas. I was just going to say I think instances can be cited 
in which foreign governments have taken advantage of our Govern- 
ment more frequently than they have of private individuals in our 
country. 

Mr. Brown. I think you find, though, that the Export-Import 
Bank requires certain security in matters of that type that you do 
not find in some of these other loans. Certainly I think the gentle- 
man from North Carolina would agree that they could do a better 
job than FOA. You will go that far? 

Mr. Jonas. Yes, I will go that far. 

The Cuarrman. I thank you very much, Mr. Edgerton. I thank 
you for your letter. It was very enlightening. At this point I wish 
to introduce it into the record. 

(The letter of April 13, 1955, is as follows:) 


Export-Import BANK oF WASHINGTON, 
Washington 25, D. C., April 13, 1956. 
Hon. Wiiuiam L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 

Dear CoNGRESSMAN Dawson: This will acknowledge the receipt of your 
letter of March 18, requesting information relative to the report recently sub- 
mitted by the Commission on Organization of the Executive Branch of the 
Government on the subject of ‘‘Lending agencies,” and particularly to any 
recommendations directly or indirectly affecting the functions of the Export- 
Import Bank. 

Some of the conclusions of the Commission appear to be based upon inade- 
quate recognition or a misunderstanding of facts concerning the operations of 
the Export-Import Bank, and it may, therefore, be appropriate to make several 
comments concerning our activities before attempting to answer the specific 
questions posed in your letter. 

The recommendations of the Commission appear to be influenced principally 
by two misunderatandings: 

1. The Commission proceeds upon the erroneous assumption that the Export- 
Import Bank makes normal commercial short-term export-import loans; and 

2. The Commission states that many authorities including the National Foreign 
Trade Council, Inc., take the attitude that the local banking facilities of the 
country are ample to finance exports and imports. 

The designation “short-term” is seldom, if ever, applied to commercial credits 
in excess of 180 days. Financing of foreign trade by commercial banks is gen- 
erally limited to transactions involving credit of 90 days or less. Because short- 
term credit is available through private sources, the Export-Import Bank restricts 
its operations to transactions justifying credits of 1 year or more. Only in 
unusual circumstances in which short-term credit of a type required would not 
be available otherwise would the Export-Import Bank consider making an excep- 
tion to that practice. The average maturity of the loans presently on the books 
of the bank is about 7% years. 

Except for credits having a maturity of less than 1 year, it would be difficult 
to justify the conclusions of the Commission that ample private capital is available 
to finance our foreign trade. The position of the National Foreign Trade Council, 
the largest association of United States companies and banks engaged in inter- 
national trade and finance, is clearly the opposite of that attributed to it by the 
Commission. In a letter dated March 18, 1955, to the Chairman of the Commis- 
sion, the chairman of the board of directors of the council requested that the error 
in the Commission report be corrected and further stated: 

“The National Foreign Trade Council was one of the foremost organizations 
urging the creation of the Export-Import Bank, and it has supported successive 
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measures for continuing the Bank as a permanent institution and for expanding 
its facilities so that it could adequately render needed services in the financing of 
American foreign trade. We feel that the Export-Import Bank has an important 
and necessary role to fill in supplementing facilities provided by private financial 
institutions in financing the foreign trade of this country. We regard this supple- 
mentary service of the Export-Import Bank as of particular importance in issuing 
intermediate-term and long-term financing for American foreign trade.” 

Of 17 commercial bankers who, in January of 1954, appeared before the Banking 
and Currency Committee of the Senate in connection with the study of the 
activities of the Export-Import Bank, all but 1 testified in support of the con- 
tinuance or increase of the operations of the agency. This also was the view of 
the great majority of United States exporters questioi1ed by the Senate com- 
mittee. 

As a result of those hearings, legislation was introduced and passed by the 
Congress in August of 1954 increasing the lending authority of the Export- 
Import Bank. 

The Commission recommends that the Export-Import Bank be set up as the 
sole Federal instrumentality for making long-term loans, loans for the development 
of foreign resources, and loans to foreign governments. The Bank is presently 
engaged in the very activities that the Commission suggests it be reorganized to 
perform. The Bank extends medium- and long-term credits designed to serve its 
statutory purpose of assisting in financing and facilitating exports and imports 
and the exchange of commodities between the United States and other countries 
and the agencies and nationals thereof. These medium- and long-term credits 
may be extended upon the application of United States exporters relative to indi- 
vidual specific transactions or at the request of the foreign buyer, which may be a 
private individual or entity or a foreign government. 

Loans are made to finance a single sale transaction or to finance the acquisition 
of all of the United States equipment and services required to carry out a develop- 
ment project or program abroad. Whether the assistance is extended at the 
request of the supplier or of the buyer, however, the loans are, with rare exceptions, 
available only to finance the procurement of United States equipment and services. 
Private capital is generally available to finance actual imports into the United 
States, but the Bank has extended numerous credits to assist in the development 
abroad of strategic and other materials needed to be imported into the United 
States. 

With respect to each application for financial assistance, consideration is given 
by the Bank to the effect of the particular loan, if granted, upon the broad aspects 
of United States trade and the maintenance, improvement, or expansion of our 
foreign markets. As apparently recommended by the Commission, the Export- 
Import Bank has always served as an important instrumentality of United States 
foreign policy. It has done so, however, only in pursuance of the primary objec- 
tives established by its governing legislation. It makes only loans which offer 
reasonable assurance of repayment. It believes that transactions designated as 
loans but made under circumstances which offer little possibility of repayment are 
seldom contributory to good relations between the parties to the transactions. 

The Commission recommends that the Congress provide by annual appropria- 
tion the funds necessary to carry out the purposes of the Export-Import Bank. 
This would require the Bank to submit, well in advance, estimates of loans to be 
made during the coming fiscal year. It would be necessary for the Bank, there- 
fore, to speculate as to the possible loan applications that might be received during 
the coming fiscal year or to limit its request to applications pending before it. 
Such procedure is, probably, appropriate to a program of foreign aid principally 
in the form of grants, but would offer serious and unnecessary obstacles to an 
agency expected to make loans on a banking basis with due regard to sound princi- 
ples of business and finance. 

Under its present act, the Export-Import Bank may have loans or guaranties 
not exceeding $5 billion outstanding at any one time. The operating funds of 
the Bank are derived from three sources. In 1945 $1 billion was appropriated 
in the form of capital and is evidenced by capital stock of the Bank issued to the 
United States and held by the Secretary of the Treasury. The Bank may borrow 
from the Treasury up to $4 billion at any one time at rates of interest determined 
by the Secretary of the Treasury. The Bank may use for loans or guaranties any 
net earnings resulting from its operations. Instead of using funds borrowed from 
the Treasury, the Bank may, in appropriate circumstances, guarantee loans made 
by commercial banks or other private lending sources. In all of its operations the 
Bank is subject to the provisions of the Corporation Control Act of 1945. 
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The Export-Import Bank has consistently operated at a profit. Since it was 
created in 1934 through March 31, 1955, the bank has made the following record: 


Total loans disbursed $4, 888, 440, 480 
Loans repaid 2, 160, 174, 128 
Loans outstanding 2, 728, 266, 352 
Undisbursed commitments____________-_- 768, 542, 841 
Uncommitted lending authority 1, 503, 190, 806 


Gross earnings 627, 298, 073 
Operating costs and payments: 
(a) Administrative expenses $10, 249, 182 
(b) Interest paid to Treasury on funds bor- 
136, 073, 795 


(c) Dividends paid to the United States 105, 905, 178 
(d) Losses 496, 068 


Oe UI I ATS IN 252, 724, 223 


Profit—deposited in reserve against future contingenties__ 374, 573, 850 


In light of the comments above, the following replies to the specific questions 
in your letter are submitted. 


1. How would the recommendations of the Commission affect the operation of your 
agency? 

(a) The recommendation that the bank cease normal commercial short-term 
export-import loans is of slight importance since the Bank does not engage in 
that practice. 

(b) The recommendation that the bank be set up as the sole Federal instru- 
mentality for making long-term export loans, loans for development of foreign 
resources, and loans to foreign governments is consistent with functions thet the 
bank has performed for more than twenty years. However, if it were to become 
the sole instrumentality in the foreign lending field, it would be necessary to 
transfer to the bank as principal the lending powers of other agencies for which 
the bank has been acting es banking agent. 

(c) The recommendation that Congress provide by annual appropriation the 
funds necessary for the purposes described in (6) would seriously impair the 
effectiveness of the bank in furthering the objectives of the existing legislation. 
It would convert the lending program into a form of foreign assistance dominated 
principally by foreign political factors, instead of the present program of extend- 
ing loans based on sound economic consideration to meet the real needs of our 
foreign trade as they arise. The bank could not be expected to retain the power 
to conduct an efficient banking business if it were required to announce and 
defend publicly its lending program in advance of discussions with, or sometimes 
even before receipt of application from, prospective borrowers. If an appropria- 
tion were made after such public debate, the lending of the entire appropriation 
in accordance with original plan would be difficult to avoid, regardless of changes 
in circumstances encountered between the submission of the plan and the approp- 
riation and allocation of the funds. Much of the credit for the effectiveness of 
the Bank in the past is attributable to the flexibility obtainable under the existing 
legislation, which has enabled the bank to meet the extraordinarily rapid and 
far-reaching changes in world conditions affecting foreign trade in the 21 years 
since the bank was established. 


2. How would the recommendations affect (a) the national economy; (b) private 
citizens; (c) private enterprise? 

We believe that the Commission has recognized that the operations of the bank 
have been successful. In fact, the Commission recommends that the bank con- 
tinue to perform the functions which have constituted its major activities. We 
believe, however, that any reorganization or limitation that would deprive the 
bank of the ability to continue to exercise its powers with due regard to sound 
economics and banking principles would be detrimental to United States foreign 
economic interests and internation:1 trade, and that the adverse effects would 
be felt directly by many private citizens and by private enterprise generally 
throughout the United States and in many foreign countries as well. 
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3. What, if any, economies and efficiencies would result from adoption of these 
recommendations? 

In our opinion, administration of the agency in the manner proposed by recom- 
mendation 38 (c) of the Commission report would result only in a less efficient and 
probably a more costly program. The statement in the report that the result of 
such a reorganization would be the return to the Treasury of considerable sums 
now invested in short-term export-import loans is in error. The bank does not 
have such loans. 


4. In your opinion would the overall effect of these recommendations be desirable or 
undesirable and why? 

We are not in a position at this time to comment on the proposal that the 
bank be the sole Federal agency for foreign lending. We believe, however, that 
the other recommendations would injure the agency as a banking corporation 
and would not contribute either to efficiency or to economy. 

The relationship of the views on the recommendations of the Commission on 
Organization of the Executive Branch of the Government, expressed herein, to 
the program of the President has not been determined and this report shall not be 
construed as a commitment regarding legislation which has been or may be pro- 
posed to carry out the recommendations of the Commission. 

Very sincerely yours, 
GLEN E. Everrton, President. 


The CHatrMan. You have made a most remarkable witness. 

We will meet tomorrow morning at 10 o’clock in the caucus room. 

(Thereupon, at 5:05 p. m., the subcommittee recessed, to reconvene 
Tuesday morning, 10 a. m., June 21, 1955.) 
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COMMITTEE ON ORGANIZATION OF THE EXECUTIVE 
BRANCH OF THE GOVERNMENT 


(Lending Agencies Report) 


TUESDAY, JUNE 21, 1955 


Housr oF REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND LEGISLATIVE 
REORGANIZATION OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The Executive and Legislative Reorganization Subcommittee met 
at 10 a. m., Hon. William L. Dawson, chairman, presiding. 

Present: Chairman Dawson, McCormack, Brown, and Jonas. 

Staff members present: Christine Ray Davis, staff director; 
Orville Poland, general counsel; William Pincus, associate general 
counsel; Elmer W. Henderson, associate counsel; and Anne Mc- 
Lachlan, clerk. 

The CHarrMan. Come to order, gentlemen. 

We are pleased to welcome you back among us, Mr. Hunter, and to 
have you sitting on the opposite side of the table at this time. 

I know we could not find a witness better versed with the procedures 
of these committees than yourself. 

Will vou identify yourself for the record. 


STATEMENT OF OAKLEY HUNTER, GENERAL COUNSEL AND AC- 
COUNTING ADMINISTRATOR, HOUSING AND HOME FINANCE 
AGENCY; ACCOMPANIED BY NORMAN MASON, COMMISSIONER, 
AND ALLAN THORNTON, DIRECTOR OF RESEARCH AND STA- 
TISTICS, OF THE FEDERAL HOUSING ADMINISTRATION; JOHN 
FRANTZ, DIRECTOR, BUDGET AND ORGANIZATION STAFF, 
AND ASHLEY FORD, OF THE HOUSING AND HOME FINANCE 
AGENCY 


Mr. Hunter. Mr. Chairman, I am Oakley Hunter, General 
‘— and Acting Administrator for the Housing and Home Finance 
Agency. 

Mr. Chairman, I have here a prepared statement which I would like 
to read. It refers to the recommendations of the Hoover Commis- 
sion as they affect the various agencies under the Housing and Home 
Finance Agency. 

The CrarrMan. Thank you. 

Mr. Hunter. If it meets with the approval of the committee I 
suggest as I complete my remarks with regard to each agency it would 
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then be a proper time to ask questions concerning my remarks or 
ask questions of the representatives of the agency. 

The CuarrMan. Thank you. Do you wish to identify the repre- 
sentatives of the agencies who are with you now, or will you do that 
as you call them? 

Mr. Hunter. I thought it would be well to identify them as they 
appear. 

The CHatRMAN. Thank you. 

Mr. Hunter. Now, Mr. Chairman, and members of the committee, 
in the absence of Housing Administrator, Mr. Cole, I am pleased to be 
able to appear before your committee today to present the views of the 
Housing and Home Finance Agency on those recommendations of the 
Commission on Organization of the Executive Branch which would 
have a major effect on the operations of our Agency. The recom- 
mendations were made in the Commission’s report on lending, guar- 
anteeing, and insurance activities. 

Several of the Commission’s recommendations would be expected 
to have only minor impact upon the agency’s programs. This is true 
in some eases, because the Commission’s recommendation. refers to 
a problem upon which the Administration has already taken affirma- 
tive and effective action—an example of this type of recommendation 
is No. 6, which recommends tightening up the FHA apartment house 
program to eliminate the possibilities of windfalls and improve pro- 
gram operations. Another general field in which the Commission’s 
recommendations, in effect, confirm courses of action already adopted 
by the Housing Agency is that dealing with liquidating programs. 

Recommendations No. 14, 16, 17, and 18 enunciate the desirability 
of accelerated liquidation of properties and assets acquired by the 
Agency under programs which have been terminated or under fore- 
closure. 

The Housing Agency is already taking prompt, and, we believe, 
effective action to liquidate all the termimated programs referred to 
by the Commission and is seeking further steps which can be expected 
to speed up the remaining real property disposition workload. 

Property which is po longer needed or which is acquired through 
foreclosure is disposed of as quickly as possible without disrupting 
local market conditions. 

However, I should like to discuss in particular this morning the 
six recommendations which would have the most far-reaching impli- 
cations for the programs and policies of the Housing and Home 
Finance Agency. 

These recommendations, which deal both with organizational 
problems, and basic program goals and procedures, are—— 

Mr. Brown. May I ask if you find these other recommendations 
referred to entirely satisfactory? 5 

Mr. Hunter. The ones not specifically referred to? 

Mr. Brown. No, the ones referred to in your opening part. 

Mr. Hunter. Yes—the recommendations as to liquidation of 
programs and tightening up of the apartment house program. 

Mr. Brown. Yes. Let me ask you one question in that connec- 
tion, Mr. Hunter. You appreciate the fact that these studies by the 
Hoover Commission task force were begun sometime ago. Some of 
these things that have been done in the lme of these recommendations 
came after the study of the task force started. Is that true? 
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Mr. Hunter. That is correct. 

Mr. Brown. Partly, perhaps, as a result of the information fur- 
nished by the task force, because I understand the task force did 
consult with Mr. Cole, and other officials as to things that had been 
found, and partially as the result of another investigation that revealed 
these windfall profits some of your actions were taken. 

Mr. Hunter. Yes; we can say the Commission served .a most 
useful purpose. 

Mr. Brown. And the task force did cooperate with your agency in 
early days. 

Mr. Hunter. Yes. 

The CuarrMan. And that happened as a result of loopholes of 
the legislation passed by the Congress—these windfalls. 

Mr. Hunter. Well, Mr. Chairman, I would say this. 

It was a case of both rather broad, shall we say, rather broad legis- 
lation, and certain administrative failures. 

The CuarrMan. There were loopholes in it which the Congress has 
since sought to cure; isn’t that right? 

Mr. Hunter. That is correct. The Congress has since, so to 
speak, closed a number of those loopholes. 

The CHarrMANn. Which shows, after all, most new operations are 
a question of trial and error. You find out what is wrong, and you 
take out the bugs. But that is what you have in most new experi- 
mental programs. 

Mr. Brown. I think it went further than that in some instances. 
They indicted a fellow down there for his actions. So it might be a 
combination of loopholes in the law, and poor administration, to be 
absolutely fair about it. 

The CHAIRMAN. You may proceed. 

Mr. Hunter. Nos. 2 and 4, dealing with the Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation; 
No. 8, dealing with the Federal Housing Administration; No. 12, 
dealing with the Public Housing Administration; No. 15, dealing with 
the college housing program of the Community Facilities Adminis- 
tration; andNo. 19, dealing with the program of urban planning in 
the Urban Renewal Administration and the program for advance 
planning of public works in the Community Facilities Administration. 

With your permission, Mr. Chairman, I would like to take up 
recommendation No. 8, which affects the FHA. 

The FHA Commissioner, Mr. Mason, is here. He has another 
appointment, so with your permission, we will take up recommenda- 
tion No. 8 now. This recommendation of the Commission suggests 


that FHA— 


be reorganized in such manner that it will provide its own financing without 
having to call on the Government for funds, subject, however, to Federal regula- 
tion. 

Recommendation No. 8 is evidently related to the previous dis- 
cussion of mutualization where a footnote states: 


The Federal Housing Administration might be added to this list; but 
mutualization has not been formalized. 


The meaning of these various references is very difficult to inter- 
pret. The agency has thoroughly examined a number of alternative 
possibilities of change which might be the intent of the recommenda- 
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tion and has conducted a series of discussions with industry repre- 
sentatives in an attempt to clarify the objectives of the recommenda- 
tion. 

In line with the possibility that FHA may already be considered 
“‘mutualized,” it is to be noted that FHA has repaid to the United 
States Treasury with interest all moneys advanced for establishing 
insurance funds and for administrative and operating expenses of its 
insurance programs. 

The CHartrMaNn. I notice you put ‘‘mutualized” in quotes. Is it 
because there is not a clear understanding in your mind as to the use 
of the word as used in the report? 

Mr. Hunter. That is correct, Mr.Chairman. That word “mutual- 
ized”’ is subject to a number of interpretations and we are not quite 
sure just what the Commission intended. 

Mr. Brown. May I comment there, Mr. Chairman? 

The CHarrRMAN. Certainly. 

Mr. Brown. I think you will find that the word “mutualized”’ is 
used by the Congress in a number of statutes primarily for the purpose 
of saying that the activity or the agency in the end shall be owned on 
a mutual-ownership basis by those who avail themselves of the services, 
such as exist in different agencies coming under the Government 
Corporation Act, I think, 1945, as amended in 1954. 

The word “mutualization’”’ was used there, and there was a dis- 
cussion in the Commission just what the word meant. We tried to 
follow the definition as used by Congress, so don’t blame the Com- 
mission too much for that. 

The CHarrMan. One of the witnesses yesterday referred io the 
mutual-insurance companies as an example of mutualization. 

Mr. Brown. Yes, that is one example. 

The CuarrMan. I don’t like that. I joined one once, and it went 
broke, and I was called upon to pay other people’s insurance. 

Mr. Brown. I had a different kind of insurance policy. I am not 
going to say what the company was, but I found out the only way 
I could collect was to be gored by an angry red bull, and you not 
only had to prove he was red, but to prove he was angry when he 
gored you. So that happens in mutual companies and others as 
well. 

The CHarRMAN. You may proceed, sir. 

Mr. Hunter. There is, accordingly no present capital investment. 
by the Federal Government in FHA insurance programs. FHA 
pays both its operating expenses and its insurance claims from the 
proceeds of its fee and premium collections from users of the insurance 
programs. 

Mr. Brown. There is no capital invested but there is a secondary 
responsibility that amounts to about $55 billion. The Government 
is responsible. 

Mr. Hunrer. The credit of the United States, of course, is pledged. 
Mr. Mason, the Commissioner, may want to comment on that. 

The CHarrMAN. Would you identify yourself for the record? 

Mr. Mason. I am Norman Mason, the Commissioner of the 
Federal Housing Administration. 

I would simply say that the amount of the Government’s risk is 
subject to interpretation. It is not the whole amount of insurance 
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in force. We do have reserves established and we do have the property 
itself to liquidate and turn into money to help pay the loss. 

So the Treasury’s prospective obligation is nowhere near the 
$18% billion of insurance in force. 

Mr. Brown. It would not be but there is an overall secondary 
obligation of that much. 

Mr. Mason. Yes. 

Mr. Brown. In other words, I don’t have an investment in your 
business but if I endorse your notes and agree to stand good in case 
you don’t pay that note I still have an interest in your business and 
in whether it is a success or a failure. 

Mr. Mason. You certainly are correct, sir, but the amount was 
what I was talking about. 

The CHatrMAN. It is guaranteeing it is in sound financial condition, 
and very unlikely you will be called upon because of the guaranty. 

Mr. Brown. | am not so sure what might happen to some of this 
housing in case we have a decline in business activity. 

The CHarRMAN. You are not predicting a depression. 

Mr. Brown. No, that was done by some who appeared against 
this last year. 

The CHarrMANn. It was done by some of the witnesses in the task 
force who were alleging that short money and inflation and deflation 
would wipe out all these agencies which had been so successful through 
the years. 

r. Brown. There is an old saying throughout the years that 
what goes up must come down And it usually does. 

The CHarrRMAN. Yes. But there used to be a time when nothing 
heavier than air could stay up, but now we live in a world of airplanes 
and we stay up till man brings them down. 

Mr. Mason. I might add the single-house program, the individual 
homeownership program, which is nearly 60 percent of FHA’s 
outstanding business is thought by the agency, and we hope by an 
independent group which is now making a study, to have already 
adequate reserves, or more than adequate reserves on an actuarial 
basis. 

The CuarrMan. Thank you. 

Mr. Hunter. Continuing with my statement: 

Substantial reserves have been accumulated from fee and premium 
collections as a protection against future insurance losses. Claims 
under FHA mortgage insurance contracts are paid in the form of 
debentures issued to the insured institution. These debentures are 
liabilities of the individual FHA insurance funds but are guaranteed 
as Mr. Brown pointed out as to both principal and interest by the 
United States Treasury. 

Some of the alternative additional measures which might be con- 
templated as constituting further mutualization of the FHA may be 
considered. 

One possibility would be the elimination of the United States 
Treasury guaranty of principal and interest from FHA debentures, 
perhaps with a substitution of a limited borrowing authority from 
the Treasury. 

It is questionable whether such a change would materially alter 
the contingent burden on the Treasury on account of FHA insuring 
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operations. Two major difficulties, however, in the operation of 
FHA programs would result from such action: First, lending institu- 
tions might be so uncertain as to the degree of safety in FHA insurance 
contracts that they might substantially reduce the scale of their 
participation in the insurance programs. 

Second, Federal and State enabling legislation permitting supervised 
institutions to hold a high ratio FHA-insured mortgages typically 
make reference to the necessity for the Government guaranty. The 
removal of such guaranty would necessitate either extensive and time- 
consuming revisions in the enabling legislation, which would be 
disruptive to home financing which depends on FHA insurance, or 
the complete withdrawal of many lending institutions from participa- 
tion in the FHA programs. 

Mr. Brown. Mr. Hunter, if I may interrupt. If these programs 
are as sound and these investments as good as I understood Mr. 
Mason to say a moment ago, just why would private capital be fearful 
of it? I wonder if you would explain that. 

How would there be any danger of private capital shying away 
from something which was a good investment where there was not 
any risk and so forth? 

Mr. Mason. Mr. Brown, the answer is that lending institutions 
such as life insurance companies and the like, which form the bulk 
of the reservoir of this capital, are governed by State laws which 
describe the types of security in which they are privileged to invest. 

Mr. Brown. That is right. 

Mr. Mason. And it is the Government guaranty which helps to 
put FHA-insured mortgages in this category. 

Mr. Brown. I would appreciate it if you would go a little further, 
Mr. Mason, and tell us why those State laws are drawn in that w ay. 

Mr. Mason. That would seem to be getting out of my field a little 
bit. Probably you, sir, could make a better contribution. 

Mr. Brown. It goes back to the old proposition the States and 
even the Federal Government in connection with national banks and 
all have provided certain safeguards to protect the investments of 
individuals in insurance companies and banks and so on and so forth. 

In other words, in that field we in Government have tried to play it 
safe to protect the interest of the people who invest their money in 
insurance policies or invest their money by depositing it in banks or 
buying bank securities. 

The only thing suggested here, if I understand this recommendation 
properly, is that as quickly as possible, this thing be put on a self- 
supporting, self-operating basis, under the Government Corporation 
Control Act somewhat on the basis that the Federal Deposit Insurance 
Corporation has done. 

I think it is a very good example of the way that the Government 
can help an industry or an operation within our national economic life 
to become self-sustaining and self-supporting and still give the security 
we want for the people, without cost to the taxpayers. 

The same thing has been done in the Federal land banks. 

Mr. Mason. I, like you, would like to see FHA completely unneed- 
ful of the Federal guaranty. But the point is if this program is at the 
present time to continue, it needs this form of guaranty—it needs it so 
these mortgages can move over State lines and find these reservoirs of 
capital. 
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Mr. Brown. Just a minute, now. The land bank started exactly 
the same way FHA was started, with Government guaranty and 
Government loans and the land bank came to the point where it was 
operated by its owners, the people who borrowed and they operate 
across State lines. Of course, Congress has to be the judge when and 
how it can be done; is that right? 

Mr. Mason. That is certainly correct. 

Mr. Brown. Let me ask you one question. That will save time. 

Do you object to the objective of the Commission recommendation? 

Mr. Mason. Certainly not, just so long as we have the funds for 
people to own homes with. 

The CHarrMAN. It seems all right for the Government to loan money 
to banks and insurance companies and industry but when we try to put 
an individual on his feet and put him on the sound basis so he can own 
something, that is wrong. 

It becomes socialized medicine. 

Mr. Brown. Let’s go a little further. Through the FHA setup the 
Government assumes the risks instead of the local bank. 

Mr. Mason. It picks up a contingent risk. 

Mr. Brown. That is right. From the local bank. So perhaps it 
is as helpful to the banker as to the borrower. 

The CHarrMan. It is no risk to the Government as long as we have 
adequate reserves. 

Mr. Mason. Yes, so long as we have adequate reserves and good 
administration. 

Mr. Brown. Do you remember something like this that existed a 
few years ago that we had difficulty in liquidating? What was the 
name? 

Mr. Mason. Do you refer to the Home Owners Loan Corporation? 

Mr. Brown. There was some risk involved. 

Mr. Mason. Yes. 

Mr. Brown. And some losses. 

Mr. Mason. No. Actually it showed a profit. 

Mr. Brown. In the end. But it did not show a net profit when 
you figured it out. 

Mr. Hunter. Wedo havea problem. If this suggestion were made 
effective, enabling legislation would have to be passed in the several 
States in order that lending institutions under State supervision would 
be able to make loans. 

Mr. Brown. The CIO is getting that down and I think possibly 
others. Go ahead. 

The CHarrMAN. You may proceed. 

Mr. Hunter. Another possible method of mutualization might be 
the incorporation of FHA under a Federal charter under a board of 
directors, which bas broad industry representation, appointed by the 
President, with a limited authority to borrow from the Treasury, but 
without authority to issue debentures carrying the United States 
Treasury guaranty. 

In addition to the difficulties previously noted, such a board of 
directors would tend to administer insurance programs purely on the 
basis of business judgments. They might well feel compelled to 
operate such important FHA insurance programs as military housing, 
urban renewal, cooperative housing, and relocation housing in such 
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conservative fashion as to terminate the effectiveness of these pro- 
grams. 

A third alternative for mutualization might be creation of such a 
board of directors for FHA without change in the present form of the 
Treasury guaranty. This proposal could be expected to have the 
unfavorable effects suggested above on administration of any pro- 
grams not deemed “economically sound” by such directors and would 
hence limit the effectiveness of congressionally established programs. 

A variation of this third alternative form of mutualization is a 
proposal of some industry representatives that FHA activities as 
administered by a board of directors be limited to programs involving 
“economically sound”’ mortgages. 

There is first of all a serious question whether any of the FHA 
insurance programs can properly be classified as economically unsound 
since no FHA insurance programs have ever called upon the Treasury 
for redemption of debentures and since FHA reserves in its major 
insurance programs are very substantially, totaling at the end of 
1954, 2.13 percent of all insurance in force, compared with Federal 
Deposit Insurance Corporation reserves of 1.37 percent of insured 
deposits and Federal Savings and Loan Insurance Corporation 
reserves of sixty-four one-hundredths of 1 percent of insurance 
liability. 

To the extent that any present FHA programs may be determined 
to be unsound, there would remain the question whether such a 
program could be rendered economically sound through adjustment of 
premiums or, if not, what alternative method of administration should 
be provided for such programs. 

A still more drastic alternative might be incorporation of FHA as a 
private mutual insurance corporation without Treasury support in 
any form. Such a form of mutualization would involve all of the 
major difficulties I have described. 

On the basis of our study, I believe that there is no merit in the 
idea of turning FHA into a wholly privately owned insurance cor- 
poration or the proposal to set it up as a Government-chartered 
corporation supported only by the authority to borrow from the 
Treasury. I think it is clear that either of these moves would so 
substantially change the present FHA as to seriously endanger its 
effectiveness. This, I think, is inconsistent with the public interest 
and the Government’s established objectives in the housing field. 

In another of its recommendations, the Commission recognizes a 
collateral problem and recommends an independent long-range study 
of the adequacy of the FHA reserves. Such a study is already under- 
way, having been undertaken by an independent research group, 
financed with private funds, in pursuance of an identical recommenda- 
tion made in December 1953 by the President’s Advisory Committee 
on Government Housing Policies and Programs. 

The CHarrmMan. May I ask a question there? You say such a 
study is already underway, having been undertaken by a private 
research group financed with private funds in pursuance of an identical 
recommendation made in December 1953 by the President’s Advisory 
Group on Government. 

Those who are undertaking this investigation are under no respon- 
sibility to you at all. 
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Mr. Mason. No, We are, however, 
operation with them. 

The CHarrmMan. Why didn’t you initiate this study? 

Mr. Mason. We have a study of our own, which we have just 
released, sir, within the last week, on this matter, which we conducted 
ourselves. 

The Cuarrman. Did you make any mention in this report of that 
study? 

Mr. Mason. I do not believe we did. 

The CHarrmMan. Why? 

Mr. Mason. I knew of a good many things : 

The CuarrMAn. I raise that question because for the benefit of the 
Government I question the advisibility of having studies made without 
Government compensation of those who made it, and of accepting 
them for the benefit of the Government itself just because they are 
made by an institution. 

If an institution makes an independent investigation we want to 
know why, what was their ultimate objective. 

It seems to me that we are reaching a point in Government where 
we are departing from what was one of the fundamental principles, 
that those who work for the Government should be paid. 

We get away from that by having $1-a-vear men come in and take 
the oath and then work for the Government and I am afraid today we 
are finding those men who work for $1 a year in a position to affect 
the affairs of Government as it touches the source from whence they 
came, and all of a sudden in this day and time we are getting a rash 
of dollar-a-vear men who come to serve the Government and usually 
they serve in an advisory capacity or authority where they can deter- 
mine in what direction the affairs of the Government can go. 

I think in that we are approaching as great a menace as any one 
thing that is affecting our Government today, in changing its basic 
operations. 

I understand that outside of the members of the Hoover Commission 
who took the oath, that those who volunteered their services on the 
task force did not take the oath of allegiance to the Government and 
so forth that every governmental employee should take, and it raises 
a question in our mind as to whether or not we ought to do the unfair 
thing, by trying to get round the provision in the law which requires 
compensation by giving a man a dollar a year. 

If he wants to serve the Government, he should take the salary 
attached to that position, and make that sacrifice. 

Mr. Brown. Let me correct just one thing there. I don’t know of 
any member of the task force who sought ‘employme nt on the task 
force. If the chairman has any name | should like to hear it. 

The CuarrmMan. I did not say “sought.” If they were requested to 
serve they ought to serve and be compensated as are others. 

Mr. Brown. Some were compensated. 

The CHatrMan. And some were not. 

Mr. Brown. Yes. 

The CHarrMan. On that I am raising a question now, because this 
Hoover Commission was not organized like the former Hoover Com- 
mission. 

Mr. Brown. To my memory in the first Commission, members of 
the task forces never took an oath of office because they were working 


they are not. working in co- 
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for the Commission itself and the Commission itself had taken an 
oath that it was responsible for everything that was done. I imagine 
there have been times when every Member of Congress has had the 
services of individuals to help him who did not take ‘the oath of office, 
and I have even had a few people help me at times who were not com- 
pensated and I suspect that is true of everyone. 

The CHarrMan. That does not get around the proposition that those 
who work for the Government ought to receive compensation com- 
mensurate with the classification of work that goes on. 

Mr. Brown. I felt that very strongly, particularly during the days 
of World War II, particularly in the days when we had a very strictly 
run Government and some of us were concerned whether we were 
going into state socialism. 

The Cuarrman. We didn’t go into state socialsim and we made 
progress. 

Mr. Brown. But we were regimented as never before in our history 
and there were a lot of dollar-a-year men. 

The Cuarrman. Let me read this: 


PROHIBITION AGAINST ACCEPTANCE OF VOLUNTARY SERVICES BY THE UNITED 
Srates (31 U.S. C. 665 (b) and (i)) 
Voluntary service forbidden 

(h) No officer or employee of the United States shall accept voluntary service 
for the United States or employ personal service in excess of that authorized by 
law, except in cases of emergency involving the safety of human life or the pro- 
tection of property. 

Mr. Brown. I would like to emphasize another phrase in that 
section which you read: “In excess of that authorized by law.” 

The Commission was authorized by law. 

The CuarrMAN. This says in excess of that authorized by law. 
So you get around the clear intent of the Congress by paying a man 
$1 for his services, which is only a subterfuge. 

Mr. Brown. Mr. Chairman, as a member of the Hoover Com- 
mission, I would be very grateful if you could point to a single case 
where anyone was paid a single dollar as a member of the Commission 
or the task force. 

The CuarrMan. They volunteered their services. 

Mr. Brown. They were requested to serve but did not even get a 
dollar a year. And they gave of their services without compensation, 
many without remuneration even for expenses, because they believed 
they were doing a public service, something for their country. 
They were told so when they were asked to serve. 

Many were drafted, actually forced to come in, saying we would 
take only as an excuse a doctor's certificate that they were unable to 
serve. 

The CuarrMAN. When anyone is drafted into the services of our 
country legally they are paid. ae may get small pay. As soldiers 
you may get $15 a month or $25. But the Government pays com- 
pensation for those services. 

Mr. Brown. I hope you won’t bring a criminal indictment against 
the Commission. 

The Cuarrman. There is no effort to do that, but there is also 
nothing sacred about this Commission any more than any other arm 
of the Government. 





iets Se 


Baa lh ae et a 


ee ee 


a) 
4 
fy 

P| 
a 


COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 93 


Mr. Hunter. You are not including advisory committees which are 
authorized by the Congress, I assume? 

The CuarrMan. No, I am not including those. 

Mr. Mason. Could I say a little bit more about this survey and 
with your permission introduce into the evidence this copy of our 
own study? 

The CHarrMAN. Yes. 

(The study referred to is as follows:) 


SUMMARY OF ANALYSIS OF RESERVES OF FHA INSURANCE FUNDS 


There is herewith presented a summary of the actuarial report showing the 
results of the annual valuation of the reserve liabilities of the mortgage-insurance 
funds of the Federal Housing Administration. For insurance organizations, the 
purposes of such valuations generaliy are to establish whether a fund is solvent 
and to determine how much of surplus may be available for distribution. Al- 
though the method used in making valuations of FHA’s insurance funds is in 
accordance with standard insurance practice, there is a noteworthy distinction 
between the reserve liabilities of FHA’s insurance funds and those of insurance 
organizations underwriting conventional risks. Unlike the policy reserves of 
insurance organizations which measure liabilities of a fund based on expected 
mortality, the reserve liabilities of FHA’s funds are a measure of the contingent 
liabilities in the event adverse economic conditions of approximately depression 
magnitude develop immediately. FHA’s reserve liabilities, therefore, are not 
designed to measure solvency according to its accepted meaning in the under- 
writing of conventional risks. For FHA’s funds underwriting risks which are 
predominantly economic in nature and evclical in pattern, the reserve liabilities 
are designed to appraise the ability of the surplus of a fund to meet such future 
losses and expenses as might be incident to a general deterioration of economic 
conditions. For only one of FH«s’s funds the reserve liabilities are used to deter- 
mine how much of surplus may be distributed. This is the mutual mortgage 
insurance fund from which the National Housing Act authorizes the Tederal 
Housing Administration to distribute a participating share to a mortgagor upon 
the termination of a mortgage-insurance contract provided such a termination 
did not involve the payment of an insurance claim. FHA’s other funds are not 
authorized by the statute to make such distributions. 

There are 11 such funds, all created by statute, under which the fiscal provisions 
of the separate insurance programs are administered. Each fund is credited 
with fee, premium, and investment income and charged with administrative 
expenses and insurance losses with respect to loan and mortgage insurance con- 
tracts assigned to it. They are all self-supporting from either earnings or capital 
contributed by other FHA insurance funds. All advances by the Government to 
the insurance funds were repaid with accrued interest to the Treasury, the final 
payment being made on March 11, 1954. There were 6 funds which received 
such advances, and the total amount which they returned was $85,882,961.52. 

The accompanying table 1 summarizes some of the salient information on the 
financial status of the 1l funds. I+ shows the outstanding balance of the insurance 
in force with respect to the loan or mortgage insurance contracts assigned to the 
fund and in force as of December 31, 1954. It also shows their respective earned 
surpluses and capital contributions from other funds. Seven of the insurance 
funds had received capital contributions in the amount of $17,500,000 as of 
December 31, 1954. The bulk of this amount was contributed by the earned 
surplus of the war housing insurance fund, and of this amount approximately 
$5.8 million went to housing insurance fund, and $6.8 million to the national 
defense housing insurance fund. The figure for earned surplus of the contributing 
funds do not include the amount of their contributions. 

The table also shows estimates of adjusted required reserves for mortgage- 
insurance contracts in force in the separate mortgage-insurance funds. FHA’s 
reserve liabilities or required reserves are a measure of the contingent liabilities 
of these funds in the event of a cyclical reversal in which adverse economic condi- 
tions of approximately depression magnitude develop immediately. They 
measure the discounted net losses and expenses contingent upon the development 
of adverse economic conditions. Since such a contingency cannot be predicted, 
FHA’s reserves are computed on the assumption that such contingency may 
develop at any time, that is, may occur immediately. When reserve liabilities 
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of each of the insurance funds are so valued, they can be compared with the 
capital and earned surplus which are available to cover future insurance losses 
and expenses in order to show the financial status of each fund. Because FHA’s 
accounting system is on an accrual basis, the earned surplus does not reflect the 
unearned premiums. The reserve requirements are adjusted for the estimated 
unearned premiums retained after refunds of unearned premiums upon prepay- 
ment of insured mortgages prior to maturity. 

The comparative financial status of each of the insurance funds may be analyzed 
from the figures for earned surplus and reserve requirements, adjusted, and the 
excess of reserve requirements over earned surplus, which is also shown. 

Analysis of table 1 discloses that with respect to the mortgage-insurance 
contracts in force only five funds have attained a balance status, that is, the 
earned surplus is in excess of the estimated required reserves, adjusted. Of these, 
the mutual mortgage insurance fund is the largest in terms of insurance in force. 
The others have no insurance in force, as in the case of the section 220 housing, the 
section 221 housing, and housing investment insurance funds, or very little as 
yet, as in the case of the servicemen’s mortgage insurance fund. 

Of the remaining funds in which reserve liabilities are in excess of the earned 
surplus, the largest excess is in the war housing insurance fund. This fund is 
younger than the mutual mortgage insurance fund being established in 1941, 
first as the defense housing insurance fund. Because no new insurance can be 
written under this fund, its reserve requirements will decline as a result of both 
the duration of insurance contracts in force and because of terminations of 
insurance contracts, 

The four remaining funds in which reserves are in excess of earned surplus are 
comparatively young funds, all but one of these having been established in 1949 
or later. They are the title I housing insurance fund, the military housing insur- 
ance fund, and the national defense housing insurance fund. The exception is 
the housing insurance fund. Although established in 1938, the bulk of the insur- 
ance in force in this fund is likewise of recent origin. 

In order to provide some perspective on the financial status of the separate 
insurance funds, table 2 has been prepared. This table compares the earned 
surplus with the estimated reserve requirements at the end of 1952, 1953, and 
1954. Because of the fiscal requirements of recent amendments to the National 
Housing Act, as amended, a number of adjustments in balance-sheet information 
have been made in this table in the interest of year-to-year comparability of the 
figure shown. These adjustments are explained in the footnotes to the table. 
Yor example, the figures of earned surplus in the funds as of the end of 1952 do 
not include the advances of principal by the Government with interest accrued 
to that date. The principal amounts were subsequently repaid to the United 
States Treasury with interest accrued to the date of payment. 

Among the more significant facts disclosed by the table is the improvement 
over the 3-year period in the financial status of the 2 largest funds, the mutual 
mortgage insurance fund and the war housing insurance fund. This improve- 
ment is reflected in the decrease in the excess of required reserves over earned 
surplus. For the former fund, the decrease is of such an order of magnitude that 
the fund attained a balance status with respect to insurance contracts in force by 
the end of 1954. For the latter, the decrease in the excess is from approximately 
$133.5 million to $85.6 million at the end of 1954. For two funds with a significant 
volume of insurance in force, there has been a moderate increase in the excess of 
reserves over earned surplus. These are the housing insurance fund and military 
housing insurance fund. For two other funds with a relatively less significant 
volume of insurance in force, there has been an appreciable increase in this excess. 
They are the title I housing insurance fund and the national defense housing 
insurance fund. 
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TABLE 1.—Outstanding balance of insurance in force, earned surplus, and estimated 
reserve requirements in the insurance funds of the Federal Housing Administra- 
tion 


As of Dec. 31, 1954 


| 


| Earned surplus | an I teen oti 
| an eentelbe- | Estimated Excess of esti- 


tions from _| eset ve require- | mated reserves 
other insur- ments, over earned 
ance funds ! adjusted? | surplus 
- 7 | 


Outstanding 
balance of 
insurance in 
force 


Title I insurance fund $1, 392, 428, 933 $34, 133, 423 | (3) (3) 

Title I housing insurance fund 162, 147, 887 1, 490, 880 $7, 780, 402 | $6, 289, 522 

Mutual mortgage insurance fund___.-.-} 10, 458, 216, 177 | 4215, 757, 547 202, 396, 873 | —13, 360, 674 

Housing insurance fund------- a ee 553, yave 272 7, 181, 905 24, 941, 343 | 17, 759, 138 

Sec. 220 housing insurance fund _ paseae Sul 985, 951 | 5 

Sec. 221 housing insurance fund. --|- aie 2 987, 573 Sawa 

Servicemen’s mortgage insurance ‘fund_ 141, 336 997, 006 5, 624 

War housing insurance fund___- 4, 543, 280, 867 109, 101, 491 | 194, 762, 196 | 85, 660, 705 

Housing investment insurance fund-- ; : | 842,810 |__- —842, 810 

Military housing insurance fund - - - af 635, 796, 593 | 10, 481, 958 39, 742, 753 | 29, 260, 795 

National defense housing insurance | | | | 
| 520, 202, 759 7, 631, 579 23, 299, 851 | | 15, 668, 272 


Total all funds-- ; | | 18, 266, 179, 824 389, 592, 123 | 492, 929, 042 | 137, 470, 342 
Total all mortgage insurance | 
16, 873, 750, 891 | 352, 642, 366 492, 929, 042 | 140, 286, 676 





1 Contributions represent contributed capital in the amount of $17,500,000 earned by FHA insurance funds 
contributed to other FHA insurance funds. 

2 For mortgage insurance contracts in force. Adjusted for estimated unearned premiums in 6 insurance 
funds in the amount of $47,040,814 retained after refunds of unearned premiums upon prepayment. 

3 Reserve requirements are not estimated for the title I insurance fund. Unearned premiums in this 
fund amounted to $29,625,922 as of Dec. 31, 1954. The maximum potential liability under this fund was 
$237,148,026 as of Dec. 31, 1954, representing the balance of reserves available to qualified lending institutions 
for the payment of claims. This potential liability was calculated at 10 percent of net proceeds of insurance 
written less claims paid and semiannual reserve adjustments. The earned surplus and the unearned pre- 
miums on Dee. 31, 1954, amounted to $63,759,345. This constituted 4.58 percent of the outstanding insur- 
ance under this program on Dec. 31, 1954. The adequacy of these resources is evident when compared 
with the maximum claims paid under title I since 1934 which amounted to 4.04 percent for insurance written 
in the period from 1934 to June 30, 1939. After allowing for recoveries by collection efforts after payment of 
these claims, the gross claim payments of 4.04 percent were reduce - to 1.89 percent net claims. 

* Includes $52,621,898 as of Dec. 31, 1954 ($51,647,710 as of Feb. 28, 1955, and estimated at $45,637,717 as 
of Dee. 31, 1955), in the participating reserve account, represe aes palances available for participations, 
which account may be charged with any net loss sustained by the mutual mortgage insurance fund in any 
semiannual period. 

5 Does not include title I insurance fund and 3 insurance funds, secs. 220, 221, and housing investment, 
with no insurance in force as of Dec. 31, 1954. 
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Mr. Mason. FHA has from time to time studied our insurance 
reserves, but it has never before published the information. 

This year, we decided it should be published for the benefit of your 
committee or anyone else who wanted to know, because there was so 
much conversation and talk about the adequacy of FHA reserves 
and because the recommendations of the Hoover Commission and the 
President’s Advisory Committee on Housing had been made along 
this line. 

The study that we referred to in our testimony is not being done 
at the request of the Government. It was done at the request and 
instigation of people outside of Government for their own use, and to 
compare their experience with Government experience. 

We felt. that it was wise for us to cooperate with this. 

The CHarrMAN. That is certainly true. 

Mr. Mason. In view of the stature of the study group, it is being 
done by Dr. Ernest Fisher of Columbia University, I don’t know the 
exact school there. 

Mr. Brown. Economics. 

Mr. Mason. But a gentleman of high repute in the learned profes- 
sions. 

The life insurance companies, savings and loan groups, and other 
lenders are interested in whether their reserves, too, are adequate. 

The CuarrMan. I will look forward to receiving a copy of your 
report and also a copy of the report of the private study, in order that 
they might be compared. 

Mr. Mason. Yes, I will see that you get the other, sir, and I have 
already given our report to your clerk. 

Mr. Brown. May I inquire, Mr. Chairman, whether any private 
citizens assisted you in any way in your study? 

Mr. Mason. Our study was done by Government employees. 

Mr. Brown. And there was no information furnished by anyone 
outside? 

Mr. Mason. No. But we do use other people’s advice to other 
ends, advice and help in all sorts of things. 

Mr. Brown. What is their advice based upon? 

Mr. Mason. The advice of the people we speak of is based on their 
experience. 

Mr. Brown. And knowledge. 

Mr. Mason. And they are members of officially appointed Ad- 
visory Committees under the law. 

Mr. Brown. And of course, the task force is merely a part of the 
Hoover Commission. 

What did your investigation show? Did you find anything wrong 
at all in any of your past activities, as in housing apartment deals? 

Mr. Mason. Our report is a factual one, Mr. Brown, dealing with 
the adequacy of the reserves for the various programs. 

Mr. Brown. You did not go into the matter of appraisals or any- 
thing like that. 

Mr. Mason. No, sir. This is just a report on the adequacy of the 
reserves of the various insurance programs. 

Mr. Hunter. You asked why the FHA report on adequacy of re- 
serves was not included in my statement. The reason was that the 
staff asked I keep my statement as brief as possible and anything else 
the committee wanted to know would be brought out by questioning. 
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Mr. Brown. Did your study show there had been adequacy in the 
testing of these reserves and they are capable of holding up under 
test? 

The President’s committee said the reserves had never really been 
tested. 

Mr. Mason. They meant by that, Mr. Brown, that FHA programs 
have never operated under conditions of a falling market in real es- 
tate. 

Mr. Brown. Do you agree with that? 

Mr. Mason. That there has not been a falling market in real 
estate? 

Mr. Brown. Well, that there has not been adequate testing. 

Mr. Mason. Well, there have not been adverse conditions of a long 
duration. 

Mr. Brown. Which is a pretty adequate test. 

Mr. Mason. But we have had some adverse conditions, though, 
not of a long enough duration to provide a conclusive test. This is a 
matter of opinion. I mean, whether the test is adequate or not. 

We feel that— 

Mr. Brown. It ist? 

Mr. Mason. Our reserves, and our own staff in their study have 
proven this to my satisfaction—that our reserves are not only adequate 
but more than adequate in this major program of ours. 

Mr. Brown. Adequate to meet any conditions that may arise in the 
future? 

Mr. Mason. Yes; I mean, in order to go through a depression, such 
as we had in 1933, and still be adequate. But we do have some pro- 
grams which are not adequate, some of these activities like cooperative 
housing and so on, which are relatively new and which have not built 
up reserves, and then the military program, which, by its very con- 
ception, you cannot have an adequate reserve for, because the mili- 
tary may decide tomorrow to abandon a project, a military establish- 
ment, for a very logical reason, and when they do, our loss is great. 

Other special purpose programs cover houses built during wartime, 
and under title 1X, FHA insured loans on housing for defense workers. 

This was done on a wartime basis. There was a perfectly logical 
reason for FHA insurance because we had to get the housing and the 
defense things done, but they were not considered by everyone to be 
an excellent long-term risk. They were not considered on that basis. 

Mr. Jonas. What do the reserves amount to percentagewise? 

Mr. Mason. 2.13 percent. 

Mr. Jonas. How does that compare, if you know, with reserves 
usually sought to be maintained by private lending institutions, 
savings banks, and building and loan associations? 

Mr. Hunter. Compared with the Federal Deposit—you wanted to 
go into mortgages. 

Mr. Jonas. Yes. Home loans and mortgages. 

Mr. Mason. We believe that savings and loans associations prob- 
ably attempt to reach a ratio of between 5 and 10 percent, Mr. Jonas. 

The CHarrman. Did you have any experience with the Home 
Owners’ Loan Corporation, Mr. Mason? 

Mr. Mason. I was a private citizen in those days. I bought a 
house from the Home Owners’ Loan Corporation for my daughter to 
live in. Other than that, my experience was simply that of any 
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other citizen observing it from the background. I do know the 
Home Owners’ Loan Corporation did not have a loss and it returned 
a profit on its operations. 

Mr. Jonas. In that respect, also, it had the favorable conditions of 
liquidating in a rising market. 

Mr. Mason. Yes, it did, Mr. Jonas, which was the thing that 
brought it back up. 

Mr. Jonas. At one time, the prospect it would wind up on the 
credit side of the ledger was not as favorable as it turned out to be. 

Mr. Mason. Certainly, there was a risk. 

The CHatrrMaAn. But by accepting that risk it contributed to the 
economic stabilization of this country. 

Mr. Mason. Yes. 

And it also contributed to the fact that the houses did sell for a 
higher price because this feeling of security was assisted. 

Mr. Brown. How long was HOLC in liquidation? 

Mr. Mason. About 17 years. 

Mr. Jonas. Mr. Chairman, one other question? 

The CHarrMAN. Yes. 

Mr. Jonas. Before I ask a question, I would like to make a state- 
ment about your comment. I would not like in any question I 
asked that there be any implication I objected to the Home Owners 
Loan Corporation. We are talking about whether the fundamental 
principles involved were correct, and whether advantages would 
result from the program. 

You have stated that your reserves average 2.13 percent. 

Mr. Mason. Yes. 

Mr. Jonas. As contrasted with reserves of private lending institu- 
tions ranging from 5 to 10 percent. 

Do you think or is it the position of the administrator that a 2.13 
reserve is adequate? 

Mr. Mason. I am assured by experts in this field, of whom I am 
not one, but, to whom I have to listen, naturally, that reserves of 2.13 
percent, based on our method of estimates is an adequate one, consider- 
ing our method of bookkeeping. 

Mr. Jonas. Is there any difference in your bookkeeping? 

Mr. Mince This is Mr. Allan Thornton, the statistician—Director 
of Research and Statistics of the Federal Housing Administration. 

Mr. THornton. In the operations of a saving and loan organiza- 
tion the reserves must be prepared to sustain whatever losses may 
arise to the institution at the time that they arise. 

The funds need to be in hand for any foreclosures that they may have 
to sustain, so that they can acquire the property and at the same time 
be prepared to meet the requests of depositors for the return of their 
funds. 

In the case of the FHA we pay what losses we sustain in the form 
of debentures which are not due and payable in cash until a substan- 
tial period of time after the date the debentures are issued. 

Under the current law, the debentures mature 20 years after the 
date of their issue. 

The term of FHA debentures vary somewhat according to the time 
the mortgage insurance was written originally. So in the FHA pro- 
gram, we have a period of time for liquidating the properties acquired 
before we have to be prepared to redeem the debentures in cash, so 
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we have both the value of the property acquired, and the 2.13 percent 
reserves available for protection. 

Mr. Jonas. The fundamental difference is under the FHA program 
a longer period of time is available to get rid of the property that might 
have to be foreclosed. 

Mr. THornton. That, plus one further feature—that we will con- 
tinue to collect insurance premiums on the insurance in force. 

Mr. Jonas. You won’t collect the insurance premiums on the house 
that is foreclosed. 

Mr. THornton. No. But on the remainder of the outstanding in- 
surance contracts. 

Mr. Jonas. You think the fact that there is a great number of mort- 
gages involved has a balancing effect? 

Mr. THornton. That is, not all of them are going to default, so 
that we have the balancing effect of the insurance. 

Mr. Jonas. In the case of a building and loan association, vou would 
not have that much opportunity. 

Mr. THornton. That is true. 

Mr. Brown. That is one of the reasons, you think, that a smaller 
reserve is adequate in this sort of operation. 

Mr. THornton. Yes. 

We have not only a larger number of cases, for there is safety in 
numbers in an insurance program, but we also have geographic dis- 
tribution of our business, which is not possible with a savings and loan 
association, which is limited to a smaller geographical area 

Mr. Brown. May I ask one further question? 

Mr. Mason, I understand you to say that you had made no study 
of the correctness or properness of appraisals? 

Mr. Mason. No, I am sorry; I did not mean to say that if I did 
say so. I said that not in this particular study did we cover that. 

But we certainly have done exactly that. 

Mr. Brown. I was wondering how you could fix the adequacy of 
the reserve, if you do not have an exact knowledge of the correctness 
of the appraisals. 

In other words, the reserves may be completely adequate if ap- 
praisals were very low, but where appraisals of the property were 
much higher than they ‘would bring on the open market even during 
a boom period, then the reserve would not be quite so good. 

Mr Mason It would not be any good at all unless the program 
was properly administered JI came down here 1 year ago April 
13, and the first action I took was to check up on personnel who were 
appraising and underwriting loans for us. 

This review is a constant and continuing process, and has to be in 
the administration of an agency of this kind. 

As one of my good friends told me, when you are doing business in 
a program of this sort, you have to be brighter than the people you 
do business with. 

Mr. Brown. Which seemingly proved otherwise in the construc- 
tion of apartments. Somebody seemed to be smarter than Congress 
and everybody else on windfall profits. 

Let me ask you another question and if you think it is unfair you 
need not answer it. 

You are convinced these reserves are adequate, despite what may 
happen or may not happen, in fluctuating prices in real estate? 
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Mr. Mason. I am convinced the reserves on this section 203 pro- 
gram, which is the major program of FHA, are adequate. __ 

Mr. Brown. To meet any condition which in your opinion may 
arise. 

Mr. Mason. Yes. And more than that. 

Mr. Brown. That is encouraging. 

Mr. Mason. And I have had expert opinion. This is not just a 
curbstone opinion. 

Mr. Brown. I knew a couple of experts like that myself, but they 
are both gone now. They jumped out of windows along about 
October of 1929. 

Mr. Mason. Well, Mr. Brown, we have to take advantage of the 
views of informed people. 

Mr. Henperson. The task force report suggested that under 
present conditions, an owners equity as small as 5 or 10 percent of the 
cost of a home is not suffici sient. Would you care to comment on that, 
from the standpoint of the FHA? 

Mr. Mason. This is matter of opinion, of course. 

My opinion is that it is the will and the ability of the individual to 
carry the obligation that he has, to live in and maintain the house and 
make the monthly payments, which is important, rather than the 
downpayment. 

As I am sure you know, FHA as one part of its underwriting con- 
siders the income of the individual. 

Analysis of the borrower and his ability to handle the mortgage 
debt is one-third of our underwriting process. And based upon this, 
the ability of the individual to carry these obligations, not just now, 
but over the duration of this loan, as we can see it, on that is based 
our feeling on this matter. 

So it is our opinion that the actual downpayment is relatively 
unimportant. 

The important thing is the financial ability and the eis of this 
man. 

I am in fayor of the American citizen having a chance to own a 
home. I have seen too many young people deprived of the chance to 
have a house, because they could not get the large downpayments. 

I would point out to you back before we had FHA and had all 
conventional financing, that downpayments were not necessarily any 
larger than we have now, because we had second and third mortgages 
in those days, and the actual cash that the man put out might not “be 
any larger than it is now. 

I don’t know the exact figures, but I call that to the attention of 
the committee. 

Mr. Henperson. On recommendation No. 7, the Hoover Commis- 
sion asked the President be given authority to increase equities 
required on new mortgages. Would you care to comment on that? 

Mr. Mason. The same remarks that I made would certainly apply. 

I would point out to the subcommittee it is a little fallacious to talk 
only about the 5 percent equity, because it is 5 percent on the first 
$9,000 only. Above $9,000 of value, the equity must be 25 percent 
of the balance. This soon builds up to total downpayment of over 
10 percent. On old houses, houses that were not built with FHA 
inspection, the downpayment is 10 percent up to $9,000, and 25 
percent on the value over that amount. 
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So these downpayments are larger now than 5 or 10 percent. 

Besides that, this man is required to pay closing costs and closing 
costs in this modern day and age—the inspection of the title and the 
conveying of the title and so on will amount to $200, $250, or $300. 

So this man does have a substantial equity. But it is not the 
equity, it is the ability of the man to carry the house that makes it a 
good loan or a bad loan. 

Mr. Hunter. I might say this, Mr. Henderson, the authority does 
exist at the present time in the FHA Commissioner, and the Veterans’ 
Administrator. 

We agree the authority should exist someplace for purpose of 
economic stabilization. 

Mr. Brown. To increase these? 

Mr. Mason. If required, yes. 

Mr. Henperson. On the matter of mutualization upon which Mr. 
Hunter commented on so fully, would you give an estimate of how 
much the fees would have to be increased to put the recommendation 
into effect? ' 

Or have you made such an estimate? 

Mr. Mason. This is in order to mutualize the agency? 

Mr. Henperson. Yes. 

Mr. Mason. My feeling, sir, is that we are now operating—we are 
now paying all the expenses of the operation of the agency from our 
fees. 

We are now building up our reserves by substantial amounts each 
year from these fees and premiums. 

As I say, we have the single-house program, which has been the 
20-year program of FHA, now on a sound basis, we believe. 

So I do not believe that it would be necessary in this program to 
increase the fees at all. 

Under what basis could you possibly rationalize a premium for a 
program such as the Wherry Act or title VIII, for housing at military 
installations when there is no actuarial basis for determining whether 
the Army is going to move or not. 

Maybe there is. Statisticians come up with some such figures. 
But it is difficult for me to quote you a figure. 

Mr. Brown. You would not be opposed to having a situation 
outside of these activities in the field of national defense, in which 
you could provide your own financing which you feel you are doing now. 

You feel you can accomplish in most fields what the Hoover Com- 
mission recommends. 

Mr. Mason. I have a feeling we are really doing what the Hoover 
Commission asked us to do, excepting perhaps for the matter of 
form of investigation. 

Mr. Hunter. Of course, Mr. Brown, FHA is helping in the pioneer- 
ing in other fields of housing which are not necessarily related to 
national defense. 

For example, in cooperative housing, and the urban renewal pro- 
gram. 

Mr. Brown. Cooperative housing you would like to get on to a 
self-sustaining basis like every other cooperative. 

Mr. Hunter. Yes. But at the present time, there is not enough 
actuarial experience. The cooperative housing program may turn 
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out to be as economically sound as the 203 program. In the mean- 
time, Congress has decided to help it along. 

Mr. Mason. I do not believe it would be wholly prudent to retire 
to any scope of operations which is limited to just a single-house 
program. 

I think we have broader obligation, and I am sure the Congress 
has recognized this continually. 

I don’t think this has been recommended. 

Mr. Hunter. And I don’t think the Hoover Commission had any 
recommendation. 

Mr. Mason. They did recommend further tightening up on some 
of the multiple housing. 

Mr. Hunrer. Yes. 

Mr. Brown. Which your agencies recommended. 

The Cuarrman. And which they had already been doing. 

Mr. Mason. Thank you, Mr. Chairman. 

May I now retire? 

The CHarrMan. Yes. 

Thank you, Mr. Mason. 

Mr. Hunter? 

Mr. Hunter. Going to recommendation No. 2, the next recom- 
mendation I wish to discuss, No. 2, poses two alternative courses of 
action with regard to the Home Loan Bank Board, and its constituent 
unit, the Federal Savings and Loan Insurance Corporation. 

The first alternative recommended by the Commission is to rescind 
the authority of the Housing Administrator in the exercise of his 
supervisory and coordinating responsibilities to reallocate and transfer 
funds of the several constituent agencies. Fe 

I should particularly like to call the committee’s attention to the 
substance of the statutory language which the Commission recommends 
be rescinded insofar as the Bank Board is concerned—the provision 
(which appears in the Independent Offices Appropriations Act, 1955) 
deals only with administrative expense funds. Accordingly, I believe 
that the wording of the Commission’s recommendations has left an 
erroneous impression in the minds of many that the Administrator’s 
authority could be exercised to transfer funds out of the trust funds 
administered by the Home Loan Bank Board, or perhaps out of the 
funds for the banks, themselves. 

There is no doubt in my mind that the statute cannot properly be 
construed in this manner. 

The second alternative contained in Recommendation No. 2 is 
that the Home Loan Bank Board, including the FSLIC, be given 
independent status similar to that of the Federal Reserve System. 

As you perhaps know, the Senate recently passed a bill, S. 2126, 
the Housing Amendments of 1955, which, among other things, would 
establish the Home Loan Bank Board, as an independent agency in 
the executive branch of the Government. The provisions of ‘this bill, 
as adopted by the Senate, are also contained in H. R. 5945, introduced 
by Representative Spence. For the benefit of this committee, I should 
like to paraphrase the statement made by the Housing Administrator, 
in opposition to the Spence bill during ‘hearings before the Banking 
and Currency Committee a few weeks ago. 

The Administrator made clear the position of the Administration 
in Opposition to independent status for the Home Loan Bank Board 
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at the present time, and commented on the proposal from two points 
of view: that of sound Government organization, and that of policy 
coordination. 

On the first point, the Administrator pointed out that proponents 
of the measure believed it would restore the Board to independent 
status. However, the Board has never been independent, in the 
sense of being subject to no supervision other than that of the President 
himself, except in its very early years when there existed no appropriate 

coordinating agency to which it might be attached. 

In 1939, the Board was placed within the Federal loan agency, 
and in 1942, it was transferred to an overall housing agency, so that 
it has been subject to a measure of policy supervision and coordination 
for the past 16 years. The Administrator further stated: 

This Administration believes in sensible, effective, efficient organization of the 
executive branch of the Government. That means, among other things, the 
groupings of related programs and activities into a reasonable number of major- 
purpose departments and agencies; supervision and coordination of related 
policies and activities; and simplification of the administrative burdens of the 
Chief Executive by holding down the number of agencies reporting to the Presi- 
dent, should be created only upon the showing of clear and compelling reasons 
for such action and of persuasive advantages to be derived from it. During 
2 years as Administrator, I have heard a great deal of discussion of independent 
status for the Bank Board, but I must say frankly that no such compelling 
reasons or persuasive advantages have been pointed out to me. 

From the viewpoint of policy coordination, it is the Administration’s 
belief that there is a strong case to be made for the present organiza- 
tional arrangement, and that the merits of independent status are 
open to serious question. The basic purpose of savings and loan 
associations, the major type of financial institution supervised by the 
Board, is to assemble savings for investment in residential mortgage 
loans. 

Such institutions now provide something like 40 percent of all home 
mortgage funds. Thus, they represent as a group the largest source 
of the funds which are, and will be, essential to carrying out the 
national housing program: funds for new construction, for rehabilita- 
tion and upgrading of declining neighborhoods, for minority housing, 
for better housing for middle-income families, and so on. Policy 
coordination has been and is being achieved with reasonable success in 
the present organizational framework. 

In conclusion, the Administrator said: 

It is not the view of the Administration, Mr. Chairman, that the present arrange- 
ment is the only possible one and must never be changed. We believe that the 
position of the savings and loan industry as a vital part of private enterprise in the 
field of housing should be kept under constant and sympathetic study, and that 
the position of the Home Loan Bank Board, and the Federal Savings and Loan 
Insurance Corporation within the framework of the Federal Government, should 
also be reviewed as conditions change from time to time. But there is no virtue 
in change merely for the sake of having something different. The present 
organizational setup has worked well and is now working well. 

The CuarrMan. Are there any questions? 

Mr. Brown. Who owns the assets of the Home Loan Bank and 
Federal Savings and Loan Insurance Corporation? 

Mr. Hunter. Mr. Frantz. 

Would you identify yourself? 

Mr. Frantz. | am John Frantz; director of the budget and organ- 
izational staff of the HHFA. 








COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 1()5 


The 11 regional home loan banks were originally capitalized in 
part by Federal funds. That capital has now been retired and the 
home loan banks are capitalized by their member institutions. 

Mr. Brown. What you are saying is that the assets are owned by 
the stockholders. Is that correct? 

Mr. Frantz. Not by individuals, I think, Mr. Brown. But by 
the individual institutions. 

Mr. Brown. But by the stockholders? 

Mr. Frantz. That is right. 

Mr. Brown. The Government does not hold any of it? 

Mr. Frantz. That is right. 

Mr. Brown. Then why do you think some Government official 
should have the power to transfer private funds and assets? 

Mr. Hunter. As we interpret the law it has reference only to ad- 
ministrative expense funds and not to trust funds. 

Mr. Brown. That is your interpretation of it. Perhaps some 
administrator might interpret it differently; is that right? 

Mr. Hunter. That is possible. But I don’t believe so. 

Mr. Frantz. I believe that language is sufficiently clear and re- 
strictive so that it would be difficult, if not impossible, for an admin- 
istrator to make the interpretation suggested. 

Mr. Hunter. The law states “including the reallocation and trans- 
fer of administrative expense funds, and authority, where applicable,” 
and so forth. We think the law is clear. 

Mr. Jonas. Were you reading the language in the Independent 
Offices Act? 

Mr. Hunter. Yes. 

Mr. Brown. Would you read it again and give the citation so the 
record will be clear? 

Mr. Hunter. It is Public Law 428, 83d Congress: 

And the Administrator’s general supervision and coordination responsibilities 
under Reorganization Plan No. 3 of 1947 shall hereafter carry full authority to 
assign and reassign functions, to reorganize, and make whatever changes including 
the reallocation and transfer of administrative expense funds and authority 
where applicable necessary to promote economy, efficiency, and fidelity in the 
operations of the Housing and Home Finance Agency. 

Mr. Brown. So even if the law applied only to administrative 
funds, it does confer upon the Administrator the power to transfer 
funds that actually belong to the private stockholders of these organ- 
izations; is that right? 

Mr. Hunrer. No. 

Mr. Brown. The sdministrative funds belong in fact to the private 
stockholders? The bank—both the bank and the Federal Savings 
and Loan Insurance Corporation furnish their own administrative 
funds. 

Mr. Hunrer. In any event the use of administrative funds by the 
Home Loan Bank Board would be subject to the control of some 
Government agency. If the Board were to become independent it 
would be answerable to the President and there would still be control 
of the administrative expense funds. 

Mr. Brown. That is right.’ But why do you believe that the 
Administrator should have the power to transfer private funds. 

Mr. Frantz. The administrative expense funds expended by the 
bank board, as distinguished from the Insurance Corporation, Mr. 
Brown, are derived by assessments on the home loan banks. 

64865—55——8 
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Mr. Brown. That is right; and belong to the private stockholders. 
They are paid not by the Government, but by the private stock- 
holders. 

Mr. Frantz. When those assessments have been made and paid 
the funds are in the hands of the Board for expenditure in accordance 
with the annual appropriation act. 

Mr. Brown. Yes; but again you have not answered why the Ad- 
ministrator should have the power to transfer private funds—even 
under the narrow interpretation. 

Mr. Franrz. This language would simply say, Mr. Brown, as I 
understand—if, for example, and I take this example more or less at 
random, if it were decided it would be more economical to have, say, 
1 duplicating operation instead of 2 and those 2 were combined, that 
sufficient funds to pay for the machine operators and the supplies and 
ink, could come along with the function in the course of that combina- 
tion. 

Mr. Brown. In other words, the Housing Administrator should 
control the operation of both of these, rather than the boards elected 
by the stockholders. That is your position. 

Mr. Hunter. The members of the Home Loan Bank Board are 
not elected by stockholders. They are appointed by the President. 

Mr. Brown. I am just asking the question. I am just trying to 
get light. That is all. 

Mr. Hunter. The purpose of this provision in the Independent 
Offices Appropriation Act of 1955 is to promote efficiency and economy 
in the agencies which are a part of the Housing and Home Finance 
Agency. 

“Mr. Brown. History shows it was put in at the request of your 
agency head, who was Administrator. Now, do the directors of the 
Home Loan Bank Board agree with this position to date? 

Mr. Hunter. I cannot say what the opinion of the directors of the 
several banks may be, or of the—— 

Mr. Brown. How about the members of the Home Loan Bank 
Board itself. 

Mr. Hunter. The Chairman, Mr. McAllister, personally believes 
in the independence of the Home Loan Bank Board. I think the 
best answer to that question could be obtained from the representatives 
of the savings and loan associations. 

I am merely stating the position of the Administration which 
opposes separation at this time—— 

Mr. Brown. You would not be surprised if the Commission should 
happen to have letters and statements saying they are opposed? 

Mr. Hunter. Would you repeat that? 

Mr. Brown. You would not be surprise, then, if you were told that 
the Commission had letters and statements from the Home Loan 
Bank Board, in opposition to your view on this matter? 

Mr. Hunter. No, not a bit. As a matter of fact, both of you 

Mr. Brown. As a matter of fact, it is something Congress would 
have to decide if it ever came to an issue anyhow. 

Mr. Hunter. I believe it is safe to say that many Federal savings 
and loan associations are in favor of independence for the Home Loan 
Bank Board. 

Mr. Brown. And the Bank Board, too? 

Mr. Hunter. I cannot categorically say the Bank Board does. 
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The CuarrMan. For the sake of the record, would you state how 
long you have been with the Agency? 

Mr. Foarp. My name is Ashley Foard. I have been with the 
Agency and its predecessors for 20 years and 2 months. 

The CHarrMan. Will you do the same, sir? 

Mr. Frantz. My name is John Frantz. I have been with the 
Agency and its predecessors since 1943—12 years. 

The CHarrmMan. Mr. Hunter, can you give the name of the man 
who gave the statistics and Eh how long he has been with the 
Agency y? 

Mr. Hunter. Allan Thornton. About 20 years, I believe. 

The CHAIRMAN. We are very much impressed with the knowledge 
and attention of the career men who have been with this Agency 
since its inception. And the success they have made throughout the 
years. I want the record to show these men testifying here as experts 
are men who have been through the mill, and studied it and lived with 
it, and are speaking from their knowle dge gained through the years. 

Mr. Brown. Might I suggest, Mr. C ‘hairman, we might also in- 
quire how long the directors of the Home Loan Bank Board have been 
connected with this same problem, to see whether they have had any 
experience or training that might fit them for their posts? 

The CHarrmMan. The Home Loan Bank Board is bipartisan. Its 
membership consists of a chairman and two other members appointed 
by the President, with the advice and consent of the Senate. 

They are the creations of the Congress. We, the Congress, provided 
how they should be selected and the Senate was given authority to 
pass on them finally. 

Mr. Hunter. Shall I continue, Mr. Chairman? 

The CHAIRMAN. Yes, please. 

Mr. Hunter. Recommendation number 4. The Commission has 
also recommended that the managerial body of the Federal Savings 
and Loan Insurance Corporation should be separate and distinct from 
the Home Loan Bank Board which, as the committee knows, also 
supervises the operations of the 11 regional home-loan banks and 
charters and otherwise regulated the system of Federal savings and 
loan associations. 

As to the matter of the economy stemming from the use of common 
administrative services and the like, it is undoubtedly true that the 
organizational arrangement which has prevailed since establishment 
of the Insurance Corporation in 1934, namely, identify of the two 
managerial bodies, has been less costly than would have been the case 
if each organization had maintained separate staffs and facilities. 

However, the possibility of a conflict of interest between the author- 
ity providing insurance of accounts in savings and loan associations, 
on the one hand, and the body charged with chartering and regulating 
savings and loan associations, on the other, has been noted over a 
period of years, particulary by the General Accounting Office. 

A number of the Reports on Audit made by the General Accounting 
Office have contained recommendations and comments on this par 
ticular problem. This entire problem is under consideration at the 
present time within the executive branch, and any recommendation 
I might make on it at the present time would be premature. 

Mr. Brown. Then you don’t have any particular objection to this 
recommendation. You ask it at least be studied. Of course, that is 
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the only thing that can be done with any recommendation, study it— 
the Commission. does not put any recommendations into effect. 

Mr. Hunrer. That is right. 

Mr. Brown. Is it not possible that the Home Loan Bank could be 
called upon to make loans to these agencies which are insured? 

Mr. Hunter. Would you repeat that question? 

Mr. Brown. Isn’t it possible that these home-loan banks could be 
called upon to make loans to the institutions? 

Mr. Hunter. The savings and loan institutions? 

Mr. Brown. Yes. 

Mr. Hunrer. Yes. 

Mr. Brown. Isn’t that a bad situation? 

Mr. Hunter. There is conflict. That is what is pointed out by 
the General Accounting Office. 

Mr. Brown. There is about $25 million in trust funds involved. 
That still in my part of the country is considerable money. 

Do you think these two agenceis should merge and the same fellow 
who does the insuring could make the loan? 

Do you think that is in the proper interest of the public and the 
Government? 

Mr. Hunter. I believe that is a conflict which should be avoided. 
I think it is safe to say this, Mr. Brown: That the administratio 1 now 
has under consideration a reorganization plan which would separate 
it. 

Mr. Brown. I think so. Partially based on this study, and the 
recommendation which was submitted to the administration almost 
a Vvear ago. 

Mr. Hunter. Yes. 

Mr. Brown. You talk about the expense. About the only expense 
that would be involved in separating this would be the payment of 
additional directors’ fees? 

Mr. Hunter. There is a question, for example, of duplication in 
inspection services and statistical work. 

Mr. Brown. Any confusion or any duplication which might arise 
would certainly come from bad management, would it not, because the 
administrator has the control of it. The administrator could fix that. 

Mr. Hunter. I think when you divide an agency in 2, and the 2 
product agencies require similar services, that there is liable to be an 
overall increase in personnel. 

There may be an increase in expense, which may or may not be 
sufficient to override other considerations. 

Mr. Brown. I am sorry Congressman. Holifield isn’t here because he 
has somewhat the same feeling that I have, that this is not in the 
interest of the Government and the people who have this $25 million 
involved. 

And I hope later on we can get the benefit of the views of Congress- 
man Holifield, who is also a member of the Commission. 

The CuarrmMan. Yes. He is concerned today with another hearing. 

Mr. Brown. So this really isn’t a bad recommendation. 

Mr. Hunter. No. 

Mr. Brown. That is fine. That is another one that has been 
chalked up. 

Mr. McCormack. I think our former colleague has been very 
frank. He has gone as far as he can. Anything he would have to 
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say pow would be premature because it is being considered by the 
executive branch. I know we respect his position and he has been 
as frank with us today as he could. 

Mr. Brown. Certainly and we appreciate it. 

Mr. Hunter. Proceeding to page 11, recommendation number 12. 
Mr. McCormack, we took up recommendation number 8 during your 
absence because Mr. Mason, the FHA Commissioner, had to leave 
for another appointment. 

This recommendation, which we believe is intended to refer to the 
low-rent housing program administered by the Public Housing Ad- 
ministration, consists of two parts: 

The first, that Federal grant contracts be pledged as security for 
loans from private individuals and institutions to finance low-rent 
housing projects, and second, that the Federal lending and guaran- 
teeing functions of FHA be terminated. 

There is undoubtedly some confusion between the two parts of 
the recommendation, probably resulting from a misunderstanding of 
the program involved, because the guaranteeing functions of the 
Agency consist of pledging Federal grant contracts as security for 
private loans as recommended in the first part of the recommendation. 

With regard to the first part of the recommendation, our existing 
procedures appear to be in accord with the recommendation. Under 
the present program, the Federal grant-in-aid in the form of annual 
contributions over a period of up to 40 years is used to provide 
security for private loans for development and permanent financing 
of low-rent housing projects. 

This procedure has resulted in the financing of almost $2% billion 
of low-rent housing by private investors who rely upon the security 
of the pledged annual contributions. 

With regard to the second part of the recommendation, that the 
lending and guaranteeing functions be terminated, we believe that it 
would be disadvantageous to the Government for several reasons. 

Simply, the primary justification for Federal loans and guaranties, 
supplementing the annual subsidy, is to establish protection for the 
Government and eventual reduction in the amounts which must 
ultimately be paid out in the annual subsidy. 

This Federal subsidy is largely determined by capital costs of the 
project, and the financing of construction costs under the Commis- 
sion’s proposal could be obtained only at appreciably higher interest 
rates if at all. 

The resulting increase in construction costs would be capitalized 
into the project and the net result would be that these costs would 
ultimately have to be defrayed by the Government in the form of an 
increase in the Federal subsidy under the annual contributions 
contract. 

The Federal contract to loan the amount of the development cost 
to the local housing authority is, in effect, a pledge to extend financial 
assistance only insofar as private investors do not completely finance 
the project development cost. 

The very existence of this promise to lend has made it possible 
for private investors to feel secure in providing the necessary financing 
at reasonable interest rates, and has resulted in the situation where 
all but a very minor percentage of development cost is actually 
obtained from private, rather than Federal, sources. 
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Are there any questions on that? 

Mr. Brown. Don’t you think there would be as much or perhaps 
even greater incentives to local communities to get rid of these slums 
and go into these so-called housing fields, if there was a Federal grant- 
in-aid? 

Mr. Hunter. They are doing that in the form of the annual con- 
tribution, which, of course, defrays part of the cost and makes possible 
the financing. 

Mr. Brown. But there is not a great deal of difference, as I under- 
stand it, between what is proposed here, and what is being actually 
done, except the method that you just make it a straight grant-in- 
aid; isn’t that right? 

Mr. Hunter. Yes. 

Mr. Brown. That is what the Hoover Commission proposes. 
The Hoover Commission states further, as one of the reasons for 
this recommendation, that— 
the elimination of these slums— 
and I am quoting— 
which are the breeding ground of disease and crime, is in the interest of the country 
as a whole, and we believe the participation of the Federal Government in the 
cost is justified. 

The only recommendation the Commission has made is as to the 
method they believe best to finance this. And they have recom- 
mended the direct grant-in-aid, rather than subsidization of the low 
rentals throughout the years. 

In other words, instead of taking it over a long term of years, it 
would help at first, and let the community or private enterprise take 
it over. 

Mr. Hunter. Of course, that is a policy for Congress to work out. 

Mr. Brown. Yes. 

Mr. Hunvrer. But local housing authorities have been able to bor- 
row money at a lower rate of interest from private sources than if they 
did not have a Government guaranty. 

Mr. Brown. What indication do you have that the rate of interest 
under the present plan would be lower and the security would be 
poorer. 

If we said in the public interest we are going to give a grant-in-aid 
to this city or to that city to help eliminate slums and they get the 
money and go ahead and run it what makes you think it would cost 
more or slow up the process? 

In other words, would not a city be better off which says we know 
we have so much money in hand and we don’t have to depend upon a 
collection or Congress appropriating money every year, to subsidize 
rentals to make this thing work out over along period of time. Would 
it not instigate the program more rapidly if they knew from the start 
that they had so much money to go with rather than wait over a long 
period of time to see if Congress will vote the money? 

Mr. Hunver. I would say there is some merit in that proposition. 
But getting back to this other matter, you have two types of financing. 
You have “financing during the period of construction, and by the 
Federal Government cenlenaneled the construction loan, it permits 
the local housing to ac tually go out and get their construction money 
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from private sources at lower interest rates than if they did not have 
the guaranty. 

It does not cost the Federal Government anything. It is something 
we have also employed in the urban renewal program, where the loans 
are made at lower rates from private sources than what the Urban 
Renewal Administration would have to charge. 

Mr. Brown. Which method followed by the Administration would 
actually cost the Federal Government most? I am not certain in my 
own mind. But in my mind, this is even more liberal than that which 
is the case today, and would result in more public housing for cities 
that might be interested in clearing their slums than under the present 
svstem where the local housing unit of the community has to depend 
upon the will of the Congress each year to appropriate the money to 
make up these subsidies on low rentals. 

In other words, if they did it all at once, would not it be best? 

Mr. Hunter. Under the urban renewal or urban redevelopment 
program, which is essentially slum clearance, you have a clear break. 
The Federal Government will pay two-thirds of the net cost of the 
project and then the Government gets out. 

Mr. Jonas. In public housing, low rent housing, the cost is fully 
guaranteed by the Federal Government, and that is the reason the 
interest rate is usually lower than you think it would be in the event 
the local city, for example—— 

Mr. Hunter. That is right. 

Mr. Jonas. What happens is that the Government guarantees the 
construction money, and then the Government issues bonds to pay for 
that, and the Federal Government fully guarantees the payment of 
the bonds, and picks up the check for whatever difference exists at 
the end of the year, between rents collected and the amount required 
to amortize the loans; is that right? 

Mr. Hunter. Yes. 

Mr. Brown. And this recommendation goes a little further than 
that, and says give a grant-in-aid instead of the guaranty. 

Mr. Hunter. And that would eliminate the 40 years, and the 
annual contribution contract. 

Mr. Brown. It might be more helpful to the local community, 
and the cause of slum clearance, and to the Federal Government. 
It might be well to think that out. It is a little bit more liberal than 
I would be personally inclined to. I can tell you that. 

The CuatrmMan. Mr. Henderson would like to ask you a question. 

Mr. Henperson. Mr. Hunter, in the task force report, dealing 
with the public housing, it was suggested that the slum clearance and 
urban renewal program and the Public Housing Administration 
together be either constituted a separate agency of the Government, 
or designated as a separate subdivision of the Department of Health, 
Education, and Welfare, or some other department of the Government. 

The philosophy behind it seems to be that they don’t feel that the 
varied functions now being performed by the Housing and Home 
Finance Agency should be combined—for instance, lending should 
not be combined with what they call welfare functions, and they 
consider the public-housing program a welfare function. 

I wonder if you would like to comment on that? 

Mr. Hunter. I have no views to present at this time on behalf 
of the Administration. 
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Mr. McCormack. Your Agency is doing a pretty good job now 
under the authority issued by that law. That is true, on both. 

Mr. Hunter. We like to think so. The Urban Renewal Adminis- 
tration is tackling this problem of slums and blight in a capable 
manner. 

Mr. McCormack. I think you have done a good job. 

Everybody may not be satisfied, but looking at the overall picture, 
I think you have handled the so-called welfare aspects in an admirable 
way, and you are requested to continue, and you are trained, specially 
trained, as a result of years of responsibility; is that right? 

Mr. Hunter. Yes. 

The CHarrRMAN. Proceed. 

Recommendation No. 15 

Mr. Hunter. Recommendation No. 15: The college housing pro- 
gram, which is the subject of this recommendation, was enacted in the 
Housing Act of 1950. The timing of this enactment seems to have 
led the Commission to the mistaken conclusion that the program was 
enacted as a veterans’ emergency program, when, actually, it was not 
enacted until after the veteran enrollment peak had already been 
passed. 

The Commission also apparently believes that the colleges have 
demonstrated their ability to secure housing loans from private sources 
without Federal aid. 

The Housing Amendments of 1955, recently passed by the State, 
include provisions expanding the college housing program, and in- 
creasing the amount of funds which may be loaned under the program. 
There is, as demonstrated by competent witnesses before the Senate 
committee, a real need for the program which is unrelated to the veter- 
ans’ emergency problem. 

The Office of Education estimates that enrollments in institutions 
of higher learning will reach 3 million by 1960 and 4 million by 1965. 

The basic factors in the long-range problem which the program is 
designed to meet have not abated over the 5 years since enactment; 
that is, the increased construction costs following the war, and the 
ability of educational institutions to build at such costs under the then 
normal methods of financing dormitory construction without increas- 
ing student rentals far beyond the average student’s capacity to pay. 

Noteworthy progress has been made, during the period of operation 
of the program, in the development of the private market for college 
housing loans. However, this market is by no means yet ready to ful- 
fill the responsibilities w ‘hich the Federal Government assumed in 
title IV of the Housing Act of 1950. 

The only private bond sales which have been consummated under 
this program have been those of tax-supported institutions whose obli- 
gations carry exemption from Federal taxation. Other types of edu- 
cational institutions, which are by far the great majority, have been 
unsuccessful in negotiating private sales of their taxable obligations. 

In view of the real need which still exists, the Housing Agency can- 
not concur in this recommendation of the Commission. 

Recommendation No. 19: The last major recommendation of the 
Commission which I propose to discuss today proposes the termina- 
tion of two Agency programs only recently adopted in the second 
session of the last Congress. 
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The urban-planning program was established upon the President’s 
recommendation in his housing message of January 15, 1954, as an 
important part of the administration’s overall urban-renewal pro- 
gram. 

The Commission’s recommendation for termination appeared before 
any grants had been made or any experience with the program was 
available. 

Indeed, the program is still so new that only two grants have been 
undertaken—the performance on these grants is a long-range proposi- 
tion. 

‘he Commission advanced two principal criticisms on this program, 
which are, we believe, factually inaccurate. 

We cannot agree with the Commission’s statement that 





this type of development threatens a further reduction in the field in which in- 
dividual American citizens will have responsibility for and influence over the con- 
duct of their hometown affairs. 

We believe that the program actually strengthens the hands of 
individual citizens in dealing with hometown affairs. It stimulates 
the creation and promotes the effectiveness of planning bodies at the 
local level by encouraging the States to establish programs of planning 
assistance to small communities which lack adequate resources to do 
effective planning without outside aid. The program also strength- 
ens local metropolitan planning by offering to match funds raised 
locally for that purpose. 

Further, the Commission states that ‘those localities which want 
the benefits must conform to plans approved by the Federal Govern- 
ment.’”’ This is likewise inaccurate, in that the program exercises no 
such controls. There is no prescribed formula for localities to follow 
beyond providing evidence that the Federal grant will be spent for 
planning and not for advertising, construction, or other purposes not 
contemplated by the law. 

The program for the reserve of planned public works, also treated in 
the recommendation, is one which the Council of Economic Advisers 
considers an important component of anti-recessionary planning. 

Expansion of the present program was recommended by the 
President in his state of the Union message, and his Economic Re sport, 
early in the present session, and has been passed by the Senate in the 
new housing bill—S. 2126. The amendments to program authority 
contained in S, 2126 put the program on a permanent revolving-fund 
basis, and contemplates a program aggregating $48 million of ad- 
vances outstanding at all times. 

The Cuarrman. Mr. McCormack? 

Mr. McCormack. Then your recommendation is not only in flat 
opposition to the Commission’s recommendation, but also as | 
construe it, that there is a necessity for this program to continue? 

Mr. Hunter. That is correct. 

Mr. McCormack. And it is the intention the program shall 
continue as long as the law authorized it? 

Mr. Hunter. That is correct. 

Mr. McCormack. Until Congress changes it; is that right? 

Mr. Hunter. That is right. 

Mr. McCormack. In other words, there is no constitutional 
questions involved that will interfere with the continuance of the 
program? 
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Mr. Hunter. That is right. 

Mr. McCormack. Now, as I understand it, the American Council 
on Education strongly supports this program; is that right? 

Mr. Hunter. To the best of my knowledge, that is correct. 

Mr. McCormack. The Association of American Colleges does 
also, I understand? 

Mr. Hunter. I believe the educational fraternity generally 
supports this program. 

Mr. McCormack. And the National Association for Higher 
“ducation, I understand. 

And the National Catholic Welfare Council, and all religious groups. 
I understand all the religious groups feel that is a meritorious program; 
is that correct? 

Mr. Hunrer. That is correct. 

Mr. McCormack. So we have this support from these very promi- 
nent and penetrating and effective circles in American life in support, 
and vigorously so, as I understand it, of this program which has 
been in existence since about 1950. 

You have answered it, but I want to be sure: so far as the agency 
is concerned, the law exists, this program is going to continue, and 
the consideration of meritorious applications are going to continue; 
is that right? 

Mr. Hunter. That is right. 

Mr. McCormack. There are no constitutional questions going to 
be raised as to any of the colleges? 

Mr. Hunter. Well, I will say this, Mr. McCormack— 

Mr. McCormack. Let me put it “alleged constitutional questions” 
from my angle. 

Mr. Hunter. Well— 

Mr. McCormack. The law is plain, is it not? 

Mr. Hunter. I have to say this, Mr. McCormack, at this point. 
An administrative decision has been made within the agency that 
applications will not be approved from institutions which are entirely 
theological. 

Mr. “McC ORMACK. You see, on your previous answer, I could have 
rested there, and y ou would have been in an embarrassing position. 
But from an administrative angle, strictly religious colleges are going 
to be excluded. 

Mr. Hunter. An administrative decision has been made that 
loan applications will not be approved for theological institutions, 
where those in attendance are owned and controlled by a church, 
and studying for the priesthood, rabbinate, or ministry. 

We have this constitutional problem. 

The first amendment of the Constitution states in substance that 
the Congress shall pass no law respecting the establishment of 
religion or prev enting the free exercise thereof. 

Mr. McCormack. That has been very much distorted, but 
ahead. 

Mr. Hunter. There is considerable case law on the subject. 

Mr. McCormack. Are you relying on McCollum decision? 

Mr. Hunter. Yes, among ae 

The McCollum case (330 U.S. 1 (1947)), also the Everson case (330 

’, S. 203 (1948)). 
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As General Counsel of the Agency, I was called upon to give a legal 
opinion. 

The opinion was that in the case of the tvpe of institution which I 
mentioned, there was a very strong likelihood the Supreme Court 
would hold a loan to such an institution unconstitutional. 

Mr. McCormack. Why did you not let it go to the Court? Why 
did vou make the determination? 

Mr. Hunter. I think it is our responsibility in the executive 
branch to so interpret the law that it is in accord with the Constitution, 
insofar as is possible. 

Mr. McCormack. Suppose you are wrong? 

Mr. Hunter. That, of course, is possible. 

I make no claim myself to infallibility. But it is a decision which 
was reached. There was some concern expressed by colleges that if a 
college were a church-sponsored institution, that even though it were 
a liberal arts college, and open to any one, regardless of religion, that 
it would be ineligible. But the Agency does not take that position. 

Mr. McCormack. This particular application was made in the case 
of a Baptist college, was it not? 

Mr. Hunter. No. 

Mr. McCormack. Well, the one that brought it to a point. 

Mr. Hunter. This decision was made separate and apart from 
any particular application. 

As a matter of fact, when I arrived on duty in the Agency, my 
successor, Mr. Fitzpatrick brought this matter to my attention. 

Mr. McCormack. Your predecessor? 

Mr. Hunter. Yes. 

Mr. McCormack. But he shifted, did he not? 

What. constitutional provision is involved in this, so we have it on 
the record? 

Mr. Hunter. It is the first amendment to the Constitution. 

Mr. McCormack. The separation of church and state. 

Mr. Hunter. Yes. 

Mr. McCormack. This law has been on the statute books since 
1950. 

Nobody raised the question during the first 344 vears of its operation, 
did they? 

Mr. Hunter. I think it has been a question that has been discussed 
within the Agency, not only within the Housing and Home Finance 
Agency, but other agencies which are involved in this same general 
problem, for years. 

Mr. McCormack. Favorable actions on applications were not 
denied because of that, were they? 

Mr. Hunter. We don’t as a matter of fact, contemplate that this 
situation will come up. 

Mr. McCormack. Now, wait a while. 

Mr. Hunter. Except in very rare instances. 

Mr. McCormack. I accept the rare instances. 

But religious colleges have made application, have they not, of all 
religions. 

Mr. Hunter. Yes. 

Mr. McCormack. And they have been approved. 

Mr. Hunter. Yes, but in—— 
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Mr. McCormack. That is true? 

Mr. Hunter. But in only one case, has it been a theological school. 

Mr. McCormack. They have been approved. When will it be 
discontinued?— When was acceptance of applications from theological 
schools discontinued? 

Mr. Hunter. It was, I believe, 2 or 3 months ago. 

Mr. McCormack. What is a theological school, in your contempla- 
tion of the law? 

Mr. Hunter. Of course, in applying this program, it is a matter of 
fact in any particular case. 

Our entire purpose in reaching this administrative decision was to 
protect the program and to avoid any religious controversy which 
would tend to destroy or discredit it. 

Mr. McCormack. You are not justifying it in order to protect the 
program that Congress put into operation, on that ground alone. 

Mr. Hunter. We feel it our duty to so construe any statute which 
we are called upon to administer in a manner which is in accord with 
the Constitution. 

Congress for example, passes laws which change the terms on 
mortgages insured by FHA or guaranteed by VA. 

These are administered propsectively, not retroactively, because we 
would be violating the constitutional prohibition against the impair- 
ment of contracts. 

Mr. McCormack. Under the 1949 law, which became effective 
1950, favorable consideration has been given. 

Mr. Hunter. Yes. 

Mr. McCormack. Favorable consideration has been given up to a 
few months ago of all colleges. 

Mr. Hunter. Yes. But there is only one case, however. 

Mr. McCormack. What case was that? 

Mr. Hunter. A rabbinical school in Baltimore. 

Mr. McCormack. What particular college. Is there any reason 
why it could not be stated? 

Mr. Hunter. The Ner Israel Rabbinical College in Baltimore. 

Mr. McCormack. Was there not a later application by another 
college? 

Mr. Hunter. I am advised one has been turned down though I 
cannot answer that now. 

Mr. McCormack. What is that college? 

Mr. Hunter. I do not have the name of that college here. 

Mr. McCormack. Pardon? 

Mr. Hunter. I do not have the name of that college here. 

Mr. McCormack. In the case of the rabbinical college, was that 
turned down, or was it reconsidered? 

Mr. Hunter. That was approved. 

Mr. McCormack. That was approved. 

What happened was that Mr. Fitzpatrick made a ruling, as I 
understand it, and if I am incorrect, I want to be corrected— 

Mr. Hunter. He merely wrote an opinion, just as I did. 

Mr. McCormack. And then upon reconsideration the opinion was 
reviewed; is that correct? 

Mr. Hunter. Mr. Fitzpatrick’s original opinion was reviewed. 

Mr. McCormack. And the effect of the review was the original 
opinion was in error. 
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Mr. Hunter. That is right. 

Mr. McCormack. And then—— 

Mr. Hunter. And then at the time I arrived he brought the matter 
to my attention, and said I should give it further consideration. I 
discussed it with members of my staff and they were all of the opinion 
that a loan to the type of institution in question would be clearly 
unconstitutional. And for that reason I advised the statute should 
so be construed as to be applied constitutionally. 

Mr. McCormack. No matter what discussion may have been had 
among the staff or your predecessor or predecessors, there had never 
been any application that came within the law denied because of any 
alleged constitutional question. Is that right—until the rabbinical 
application was made about a year and a half ago? 

Mr. Hunter. Yes. 

Mr. McCormack. Is that correct? 

Mr. Hunter. That is correct. 

Mr. McCormack. Then in the case of the rabbinical college this 
ruling or opinion was given. The opinion had to be confirmed 
somewhere. 

Mr. Hunter. Yes. 

Mr. McCormack. Where was it confirmed? 

Mr. Hunter. Which are you speaking of? 

Mr. McCormack. Well, we will take them in their order. 

We will take the rabbinical school. 

Mr. Hunter. That was confirmed by the Administrator. 

Mr. McCormack. Was it confirmed elsewhere? 

Mr. Hunter. It was discussed with the White House, that is, with 
Mr. Shanley, the then general counsel, or special counsel, I guess is 
his correct title, to the President. 

Mr. McCormack. Then the representatives of the various religious 
institutions presented what they considered to be law and facts “that 
in turn brought about a reconsideration of the ruling of exclusion; 
is that correct? 

Mr. Hunter. Are we getting back to Mr. Fitzpatrick—— 

Mr. McCormack. Yes, we are getting back to Mr. Fitzpatrick. 

Mr. Hunter. His original decision. 

Mr. McCormack. In other words, he reversed his original decision. 

Mr. Hunter. Whether there was a meeting of religious and educa- 
tional groups in protest I don’t know. 

Mr. McCormack. They have their constitutional right of petition. 

Mr. Hunter. Yes. It is safe to assume there was some discussion. 
Otherwise, there would not have been a change. 

Mr. McCormack. In any event, Mr. Fitzpatrick reversed his posi- 
tion, and the agency reversed its position, and anyone else who was 
involved reversed their position; is that right? 

Mr. Hunter. That is right. 

Mr. McCormack. And the loan was made, or at least, favorable 
action was taken in the case of that application, which was a rab- 
binical seminary. 

Mr. Hunter. That is true. 

Mr. McCormack. What is the application you say now that you 
acted upon—it is from a college located where? 

Mr. Hunter. A Lutheran college in Illinois. 
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Mr. McCormack. A Lutheran college in Illinois, and you have 
ruled them out, because you think Fitzpatric ‘+k was right in the first 
place, and wrong in the second place, is that right? 

Mr. Hunter. That is my personal opinion, although again, as a 
lawyer, we merely quoted the legal— 

Mr. McCormack. Has that been confirmed by the Administrator? 

Mr. Hunter. Yes 

Mr. McCormack. Has it been confirmed and approved elsewhere? 

Mr. Hunter. The matter was discussed with the special counsel to 
the President. 

Mr. McCormack. Has he approved it? 

Mr. Hunter. The counsel approved it, yes 

Mr. McCormack. Is it fixed now? I want to know, because a lot 
of people in the country are interested. 

Mr. Hunter. The policy has been established. I assume it is 
fixed. Whether it will be changed, I do not know. 

Mr. McCormack. Aren’t you reconsidering it? 

Mr. Hunter. No. 

Mr. McCormack. At the present time? 

Mr. Hunter. No. We have a conference on the matter with 
representatives of educational institutions and the constitutional 
question was discussed at length. No poll was taken, but it was, | 
think, generally agreed that in the case of a strictly theological school, 
there was a very strong likelihood the Supreme Court would hold a 
loan to such an institution unconstitutional. 

Mr. McCormack. What about any other religious school. You 
say strictly theological. There are a number of religious universities 
and colleges throughout the country. How are you going to confine 
it to the seminary status or the theological status and not go further, 
if your reasoning is correct—and I don’t agree with you, but I just 
want to pursue this. 

Why do you just pick out the theological and say it cannot be 
made although it can to universities and colleges, which are strictly 
religious. 

Mr. Hunter. If it is strictly religious, that is the test. 

Mr. McCormack. What about Harvard College? That is a reli- 
gious institution. 

Mr. Hunter. We will draw the line 

Mr. McCormack. Yale. 

Mr. Hunter. That is a liberal arts college. 

Mr. McCormack. Would it apply to Notre Dame, do you think? 

Mr. Hunter. No. 

Mr. McCormack. Why not if it applied to theological schools? 

Mr. Hunver. Nor to Fordham. 

Mr. McCormack. Well—— 

Mr. Hunter. The rationale—— 

Mr. McCormack. We are not rationalizing on law. If we apply 
our rule of the rationale in the interpretation of the law, we are not 
a government of law. 

Mr. Hunter. There is a misunderstanding of terms. 

Mr. McCormack. You are using that extemporaneously. I under- 
stand that. I do not hold a man strictly to the extemporaneous use 
of words as I do to the written use. You use that as sort of a descrip- 
tive, I suppose. 


Stare 


Pape aa Scena 


a aden 


id te A AO SD 0 aE Fite 





COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 119 


Mr. Hunter. Yes. In an institution which exists solely for the 
purpose of educating young men or women 

Mr. Hunrer. | am trying to describe the type of institution which, 
in my opinion, would come within the proscription of the first amend- 
ment. That is an institution which is owned and controlled by a 
church, and exists for the sole purpose of training young men and 
women to carry on particular religions. 

We feel in such a case it is in a real sense a church institution, and 
applying the case law to such a situation, we have come to the con- 
clusion that to grant a loan to this type of institution would be in 
violation of the Constitution. 

Mr. McCormack. There were some pretty good lawyers in that 
Agency when the Democrats were in control. 

Mr. Hunter. Yes, I would say so. 

Mr. McCormack. They didn’t come to that conclusion. 

Mr. Hunter. You point out yourself that Mr. Fitzpatrick did reach 
the conclusion it was unconstitutional and, as a matter of fact, I did 
not change that position. That is my position, too. The actual case 
has never come before the Supreme Court, and the Supreme Court is 
free to decide it either way. 

Mr. Fitzpatrick modified his position later but he still considered it a 
serious enough matter to bring it to my attention before he left, 
advised me to consider it further, because he said there could be a 
great deal of trouble about this, and he hoped that I could reach some 
sort of a satisfactory solution. And as I say, I have tried my best to 
do so. 

Mr. McCormack. To reach a satisfactory conclusion? 

Mr. Brown. Will the gentleman from Massachusetts yield? 

Mr. McCormack. Just a moment. A proper interpretation of the 
Constitution is not a matter of interpretation on the part of an 
individual. The interpretation of the Constitution is a matter of law. 

Mr. Hunter. Yes, I have to watch my semantics. 

Mr. Brown. Did Mr. Fitzpatrick explain the decision before he 
left? 

Mr. Hunter. No, he just tossed the ball to me. 

Mr. Brown. Perhaps he didn’t have better lawyers but just smarter 
politicians before him. 

Mr. Hunter. That might be the answer. 

Mr. McCormack. You can’t laugh that off. 

Mr. Hunter. No, I think Mr. Fitzpatrick was entirely sincere 
about the matter. He was sincere in both situations, in the legal 
interpretation. 

Mr. McCormack. He was sincere both times. 

Mr. Hunter. Yes. And I hope you will assume the same with me, 
Mr. McCormack, that my opinion in this matter is based upon—— 

Mr. McCormack. I would show you and every other witness com- 
plete respect, and I think I have, but you must distinguish between 
respect and some attempted penetrating questions to ascertain the 
facts, don’t you? You don’t consider penetrating questions any lack 
of respect? 

Mr. Hunter. Oh, not a bit. 

Mr. McCormack. The fact is Mr. Fitzpatrick made a ruling in 
1953, didn’t he? 

Mr. Hunter. Yes. 
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Mr. McCormack. And then he reconsidered it and reversed his 
ruling; is that right? 

Mr. Hunter. That is right; yes. 

Mr. McCormack. And then your opinion is that his original ruling 
was correct? 

Mr. Hunter. Generally, that is true. Although the decision in 
any case is an administrative one. 

Mr. McCormack. We are talking about the interpretation of the 
Constitution. It is not a general question. It is a question of inter- 
pretation. The language of the law is plain and explicit, is it not— 
there is no question about it? 

Mr. Hunter. The first amendment; yes. 

Mr. McCormack. Never mind the amendment. We will come to 
that. The language, the provisions of the law, as passed by Congress, 
is plain, that these seminaries or schools of theology are eligible to 
apply for a loan; is that right? 

Mr. Hunter. The description, of course, is the descriptio. of an 
educational institution, and we so interpret that description to accord 
with what we believe to be the constitutional requirements. 

Mr. McCormack. Despite the fact that for a period of over 5 years 
the procedure has been the contrary? 

Don’t you think the fair thing to do is have somebody make a test 
case of it and have the court. pass on it. 

Mr. Hunter. There has been only one case here in point. 

Mr. McCormack. Yes; but that determines all others of a similar 
class. Of course, there is an application. But all others coming with- 
in that classification are barred in the future from applying, “aren’t 
they? 

Mr. Hunter. As long as that administrative ruling remains in 
effect. 

Mr. McCormack. And it is an administrative ruling, contrary to 
the plain intent and language of Congress. 

Mr. Hunter. I will have to disagree with you on that, because | 
don’t believe—let me say this: We would be very happy to have the 
Congress relieve us of the responsibility by specifically qualifying this 
type of an institution. 

Mr. McCormack. Assuming you are correct, how can Congress do 
it—you are still faced with the question of the first amendment to the 
Constitution, according to what you say? 

Mr. Hunter. When these matters have come up in other commit- 
tees, for example, the Committee on Education and Labor, the con- 
stitutional question has been avoided to date, by confining govern- 
mental aid to public institutions. 

Mr. McCormack. But that is a different matter entirely. 

Mr. Hunter. In going into the legislative background we can 
find nothing in the legislative history of this legislation that indicates 
Congress desired loans to be made to the logical schools. 

Mr. Jonas. You will yield? 

Mr. McCormack. Yes. 

Mr. Jonas. Did I understand you to mean if Congress should 
amend the act by specific language expressing the intent that loans 
be made to seminaries that you would be happy to honor that and fol- 
low it? 

Mr. Hunter. I can’t say that we would be happy——— 
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Mr. Jonas. Strike out the word “happy”. I mean you would 
accept it. 

Mr. Hunter. We would feel obligated to administer the law 
accordingly. 

Mr. Jonas. You don’t feel the language in the basic act is specific? 

Mr. Hunter. No, it is general and in view of that fact, we feel 
we should interpret it in accordance with the Constitution. 

Mr. McCormack. But your predecessors did not interpose any 
objection to applications from this class of higher institutions of 
learning. 

Mr. Hunter. Our predecessors had two opinions in the matter. 
So far I have one. Whether it is the last that I will have I don’t 
know. 

The Cuarrman. Mr. Hunter, right there, if the subject matter is 
unconstitutional, the passage of a law by the Congress would not 
make it constitutional. 

Mr. Hunrer. That is right. 

Mr. McCormack. How did you answer Mr. Jonas’ question, in 
the affirmative? 

Mr. Jonas. He said he would do so if there was a clear mandate 
from the Congress. 

And if Congress wants to put in a specific amendment to that pur- 
pose it is in session now. 

Mr. McCormack. The law is plain. 

Mr. Jonas. Why not introduce a bill. 

Mr. McCormack. They have been making the loans for over 5 
vears. 

Mr. Jonas. No. Only one. 

Mr. McCormack. They have turned others down. How many 
loans have you had under this program during the last 5 years? 

Mr. Hunter. We have only approved one loan of this type, and 
three have been turned down, two in 1953 and one this year. All 
the other loans have been approved or disapproved for reasons apart 
from the subject matter of this discussion. 

Mr. McCormack. So you are continuing to approve loans of all 
colleges, public, private or religious, so long as they are not seminaries? 

Mr. Hunter. That is right. We would approve a loan, for ex- 
ample, if otherwise qualified, from such institutions as Southern 
Methodist, Baylor, or Fordham. 

Mr. McCormack. Suppose the seminary is part of a university? 

Mr. Hunter. I believe the decision in such a case would be that 
the institution would qualify. 

Mr. McCormack. Even if the building of the dormitory was for 
the purpose of the seminary? 

Mr. Hunter. And no other? That would present a problem, Mr. 
McCormack. It is a difficult line to draw. 

In any case, it is a question of the particular facts, but in order to 
have some standard by which the agency could guide itself, and by 
which educational institutions generally could be advised, we have 
set this particular line. 

In any particular case it may be difficult to determine whether the 
institution is on one side of the line or the other. 

But again I get back to what our purpose is, and that is to interpret 
the law in accordance with the Constitution. 

64865—55——9 
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Mr. McCormack. Isn’t a seminary also an educational institution? 
Mr. Hunter. That is right. It is an educational institution. 
\ Mr. McCormack. If so 

Mr. Hunter. But still your first amendment overrides that. 

Mr. McCormack. You say so, I don’t. Not in this case. This 
is a different situation, where money is being loaned to build dormi- 
tories to provide housing for students, sleeping quarters, and housing 
for students. There is a wide line of demarcation and the type of 
direct activity you have in mind. 

If it were an educational institution they can be a seminary and be 
an educational institution. You say if it is an educational institution 
that was religious, you would act favorably, but not if it were a 
seminary which was an educational institution. How can you grant 
one without the other? ' 

Mr. Hunter. In addition to being an educational institution, it 
is something more. It is so closely connected with a particular 
religion, it would be considered a religious institution. 

Mr. McCormack. Well 

Mr. Hunter. For that reason it is considered within the pro- 
scription of the first amendment, that is as the courts have inter- 
preted it. 

Mr. McCormack. There are plenty of universities and colleges, 
thank God, that are institutions of all religions, and I could name any 
number of them, eligible according to your testimony under the 
provisions of that law. You admit the seminary is an educational 
institution and you are denying them because of administrative action? 
I think you ought to give them consideration. 

Mr. Hunter. The action is administrative. But it is based on a 
legal opinion. For administrative reasons you have to establish 
certain standards. 

Mr. McCormack. What about Yale, Harvard, Notre Dame, 
SMU, there are plenty of colleges of all religious denominations. 

Mr. Hunter. They are all eligible as far as this is concerned. 

Mr. McCormack. They are religious. 

Mr. Jonas. They are open to all students. 

Mr. McCormack. But that is immaterial. He is deciding it upon 
facts, in applying a constitutional provision. You are not supposed 
to apply the constitutional provision to the facts under those circum- 
stances. It is interpretation of the law. 

Mr. Hunter. The question I think, Mr. McCormack, is this: Does 
the Government program in its implementation aid a religion? 

Mr. McCormack. I don’t think you want to defend the exclusion 
of seminaries. 

Mr. Jonas. I am trying to find out if you don’t think there is a 
difference between an educational institution and a seminary run by 
the church to train its preachers. 

Mr. McCormack. Not within the contemplation of this law. 

Mr. Jonas. The law is not clear. The law does not say seminaries. 

Mr. McCormack. Apparently the law was clear enough and for 
5 years they had—have been following it. 

Mr. Jonas. Just because somebody followed it doesn’t mean to 
say it is correct or clear. 

Mr. McCormack. There is a strong presumption in favor of it. 

Mr. Jonas. Does it say seminary? It says educational institutions. 

Mr. McCormack. They are all educational institutions. 
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Mr. Hunter. Educational institutions under this act are defined 
to. mean— 
educational institutions of higher learning, public or private education institu- 
tions, no part of the net earning of which shall inure to any private shareholder 
or individual. 

There is no mention, of course, of the religious problem whatsoever. 

Mr. McCormack. You could not have it any broader than that. 

Mr. Jonas. It would be broader if the language included ‘‘semi- 
nary”; there would be no argument. 

Mr. McCormack. No private schools. Furthermore, the colleges 
you say you would approve application for if they have filed one, 
some of them have seminaries. 

Mr. Hunter. That is right. 

Mr. McCormack. Did I understand you to say, Congressman, 
they had a conference of educational institutions and representatives 
and they went along with you? 

Mr. Hunter. I said that there was no poll taken, no vote, but in 
my opinion most of those present agreed that there was a very serious 
constitutional question involved in the case of the so-called theological 
institution or seminary, and that they would not feel constrained to 
object to the administrative ruling. 

Mr. McCormack. How many were there? 

Mr. Hunter. I would say approximately 10. 

Mr. McCormack. Whom did they represent? 

Mr. Hunter. I don’t know exactly. I don’t have 

Mr. McCormack. I don’t want you to pick it out of the air, 

Mr. Hunter. I would say we had representatives of all the three 
principal religious groups. 

Mr. McCormack. Did the religious group whose application was 
specifically acted upon indicate they were going along? 

Mr. Hunter. No, naturally not. 

Mr. McCormack. That was a Lutheran school? 

Mr. Hunter. There was no particular representative of that 
denomination present. We are not sitting in judgment on that 
school’s application. 

Mr. McCormack. But you said there was no vote taken but they 
went. along. 

Mr. Hunter. With the general proposition which we presented 
here. They went along with that. They were not called upon to 
decide the case of this particular institution in Illinois. The con- 
stitutional question was discussed, and it was suggested it would be 
perhaps best to draw a line separating the theological type institution, 
and I would say most of those present raised no objection. 

Mr. McCormack. Who suggested that, that you draw a line? 

Mr. Hunter. Well, the line was first drawn, I imagine, at the time 
Mr. Fitzpatrick drafted his first opinion. 

Mr. McCormack. He is out, because he reversed himself. You 
have got to come back to yourself. 

Mr. Hunter. That was when the issue first came up. 

Mr. McCormack. But you can’t rely on Fitzpatrick because he 
reversed himself. I admire a man who is big enough to reverse 
himself. 

But who determined this line so far as the presentation is concerned? 

Mr. Hunter. I would not say that Mr. Fitzpatrick reversed him- 
self. As a matter of fact in reading the various memoranda he wrote, 
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I don’t think at any time there was a definite conclusion other than 
that the Supreme Court had never ruled on this particular point and 
it was free to rule either way. 

Upon reconsideration the agency itself decided it would go ahead 
regardless of the constitutional implications. 

Mr. McCormack, They were there to object to your ruling, weren’t 
they? 

Mr. Hunter. They felt that the ruling would apply not only to 
theological schools, but to any college that was owned or in some way 
controlled by a church, which would apply to Fordham, Notre Dame, 
Southern Methodist, and Baylor. 

Of course, this administrative ruling does not—— 

Mr. McCormack. Administrative ruling? 

But how can you—well, I can’t understand this. Administrative 
ruling it seems to me 

Mr. Hunter. First you have to issue a ruling of some kind. 

Mr. McCormack. How can you make a ruling one type of a re- 
ligious institution is not covered by the law and another one is, when 
you are basing it on the Constitution. 

Mr. Hunter. Well, the question I think in essence is this: Are we 
aiding education or are we aiding religion? 

Mr. McCormack. You have admitted that seminaries are educa- 
tional as well as religious. Is there any doubt anybody attending a 
seminary whether of Catholic, Protestant, or Jewish religion, is also 
getting an education, in order to carry on his priestly, rabbinical, or 
ministerial duties? 

Mr. Hunter. They are receiving an education, but they are 
receiving an education of a special type which will enable them to 
carry on a particular religion. 

Mr. McCormack. The first amendment does not apply to degree. 
The first amendment applies to the separation of church and state, 
not to the degree of an activity. 

Mr. Hunter. Of course, in many of these cases it is a matter of 
degree, of particular activity. 

Mr. McCormack. Where the Constitution is involved, you say it 
is a matter of degree? 

Mr. Hunter. That is true of many judicial decisions. Whether 
or not a court will go one way or the other often depends upon a 
matter of degree. 

Mr. McCormack. Well 

Mr. Hunrer. A man is convicted if he is found guilty beyond a 
reasonable doubt. 

There may be doubt but it is a question of degree of doubt, and if it 
is beyond a reasonable doubt the jury may find him guilty. 

Mr. McCormack. That is a matter of fact, whether the Govern- 
ment has maintained its case beyond a reasonable doubt. Am I 
right? You don’t interpret the question whether it is beyond a 
reasonable doubt or by the weight of the evidence, do you? 

Mr. Hunter. In interpreting a provision of the Constitution you 
have to apply the provision and the applicable case law to the par- 
ticular case which is before the Court and what the decision will be in 
many instances will depend upon a matter of degree. 

Mr. McCormack. In any event in the case of seminaries you say 
“No,” and in the case of some other religious institutions you say we 
won’t allow you to go to the courts, to test it, which would be a 
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reasonable course. If anybody raised a question, you would say, 
“All right, you raise it up in the proper way in the courts and let the 
courts pass upon it.”’ 

Mr. Hunter. No, I don’t believe that. 

Mr. McCormack. You don’t believe that? 

Mr. Hunter. No, I don’t believe that, Mr. McCormack. I believe 
that any agency of the Government, and in this case it is an agency 
of the executive branch—lI believe it is obligated to administer and 
interpret the law in accordance with the Constitution. 

If there is any conflict the interpretation must be resolved in favor 
of the Constitution because it is the supreme law of the land. 

Mr. McCormack. Can you tell me how anybody can go to the 
courts from your administrative decision? 

Mr. Hunter. If we did approve a loan? 

Mr. McCormack. If you disapproved it. 

Mr. Hunter. No. I believe the remedy would be to come to the 
Congress. 

The CuatrRMAN. May | interrupt you for a minute to state that this 
will be the last witness today and that we will reconvene tomorrow 
morning. Because of a meeting of the Rules Committee the repre- 
sentative of the Commission cannot be here, and we would like him 
to be here. It will be 10 o’clock tomorrow morning, in this room. 

Mr. McCormack. I have just 1 or 2 more questions and I will be 
through. 

The law says educational institutions, public or private, are eligible; 
is that right? 

Mr. Hunter. Yes. 

Mr. McCormack. You take the position that seminaries are not 
public or private educational institutions? 

Mr. Hunter. No, I do not take that position. 

Mr. McCormack. In any event, so that these institutions will know, 
because it is of a lot of interest, the final decision has been made, is 
that right—— 

Mr. Hunter. Yes. 

Mr. McCormack. By the Administrator, and approved in the 
White House; is that right? 

Mr. Hunter. Yes. 

Mr. McCormack. And you are not giving any reconsideration to it? 

Mr. Hunter. No. 

Mr. McCormack. Have you had an opinion from the Attorney 
General? 

Mr. Hunter. No. 

Mr. McCormack. Of course, a Department head can ask it under 
the Constitution? 

Mr. Hunter. No, I don’t believe our agency could do it. 

Mr. McCormack. The President can ask, the agency can request, 
a Department head can. I don’t want to state how much further. 
But this is such a serious question with its implications don’t you 
think it would be wise, if Mr. Cole has not got the authority to ask an 
opinion of the Attorney General on this question, that he should re- 
quest the President to do so? 

Mr. Hunter. That of course, is a decision for the Administrator 
to make. 

Mr. McCormack. I agree. But don’t you think my suggestion to 
you that you submit my suggestion to him would be in order? 
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Mr. Hunter. Well, there is a question whether it is advisable at 
this time to call upon the Attorney General for a decision, whether 
or not it is in the best interests of the programs and of the institutions 
which are applying. 

Mr. McCormack. In other words, you are telling me as far as you 
are concerned, you don’t intend to be any party to any move or steps 
that would result in the Attorney General’s opinion being asked on 
this question? 

Mr. Hunrer. Well, I will say this, Mr. McCormack, that I feel 
the manner in which it has been treated is in the best interest-—— 

Mr. McCormack. Believe what? 

Mr. Hunter. I believe the method in which this particular question 
has been treated is in the best interest of the program—— 

Mr. McCormack. You are not deciding a constitutional question, 
what you think will be the best interest of the program, where it is 
contrary to the plain intent of Congress? 

Mr. Hunter. The Congress, of course, can act in this matter, and 
as I said, can give the Agency a conclusive mandate directing the 
making of a loan to this particular type of institution which has been 
heretofore described. 

Mr. McCormack. Am I to assume that you would not be a party 
to that course of action which, if the Administrator cannot himself 
under the law ask an opinion of the Attorney General, that he would 
go to the President to make such a request? 

Mr. Hunter: I will say this: That this kind of thing is better—is 
better settled, if it can be settled, without recourse to the courts and 
a great deal of publicity attendant upon it and the fomenting of 
emotions. 

Mr. McCormack. That is your decision. 

Mr. Hunter. Which is entirely apart from the legal question. 

Mr. McCormack. I am not asking about the courts. I am asking 
about the opinion of the Attorney General. 

Mr. Hunver. I have never been called upon to make a decision in 
the matter and I hesitate to give an opinion right now what I would 
do in that case. 

Mr. McCormack. Don’t you think the opinion of the Attorney 
General would be important on a question of this kind? 

Mr. Hunter. It would be important—— 

Mr. McCormack. Why don’t you help ask for it? 

Mr. Hunter. I say that it would be important, but whether it 
would, shall we say, advance the general welfare and well-being of the 
American people, I sincerely doubt it. 

Mr. McCormack. In making your decision on the constitutional 
question, did you consider the question of general welfare, what was 
the general welfare in the operation of this program to seminaries? 

Mr. Hunter. No. We decided it strictly on a legal ground. And 
of course, you see, Mr. McCormack, the decision was not made by me. 
We merely quoted, using the vernacular, the legal odds, and in our 
opinion, there is a strong likelihood, a very strong likelihood, if the 
case were brought before the Supreme Court, it would hold it uncon- 
stitutional. And for that reason we felt it best to interpret the law in 
accordance with the Constitution. 

Mr. McCormack. In other words, you were judging what the 
Supreme Court would say. 
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Mr. Hunter. That I think is a proper function of any general 
counsel. 

Mr. McCormack. You are there to advocate, not to judge. 

Mr. Hunter. Not to judge, but to give an opinion on what the 
Court would most likely do or not do. 

That is the gist of many legal opinions and that is one of the reasons 
why we have legal services, or rather law divisions in the various 
departments and agencies of government. 

Mr. McCormack. What have we got an Attorney General for? 
Departments frequently ask him for an opinion. 

Mr. Hunter. You might say what do we have a General Counsel 
for in the Housing and Home Finance Agency. 

Mr. McCormack. Now, we won’t get into that field. I realize 
their importance. 

The CuHarrMAN. Here is the question I would like to pose, where it 
involves the constitutional question: What redress would the aggrieved 
person have? What method would they pursue to get to the Supreme 
Court upon that? Or is your ruling in itself final as far as that 
aggrieved person is concerned, in your judgment? 

Mr. Hunter. Possibly a suit could be brought in a court of equity 
to compel the Administrator to make a loan. In defense the Ad- 
ministrator would claim to do so would be unconstitutional, although 
the Administrator in these matters has discretionary authority. 

The CuarrMaAn. You could not sue him personally and get this 
matter decided. He is acting as an officer of the Government. 

Mr. Hunter. As an officer of the Government. 

The CHarrmMan. You cannot sue the United States of America, 
You cannot sue the Government. 

Mr. Brown. The Congress authorizes it by bill. 

Mr. Hunter. In this matter if it is Congress’ intent that loans be 
made to this type of institution and it is the opinion of Congress that 
that is within the Constitution then we would feel it necessary to 
proceed accordingly, and the question would then come up from the 
other side. 

Someone would protest it, and the question could be decided by the 
Supreme Court. 

Mr. McCormack. Why didn’t you make the other side go to court, 
if you could, those who say a loan should not be made, those who say 
it viotaltes the first amendment to the Constitution? 

Mr. Hunter. I think the answer to that is, Mr. McCormack, 
we are bound by oath to uphold the Constitution of the United States. 
And so, in carrying out a law, or administering a law, we do so in 
accordance with the Constitution. 

Mr. McCormack. You did not give much consideration to the 
views of Members of Congress in passing the law. We are bound by 
the same oath. I would not vote for something that I thought was 
clearly unconstitutional. But if there was a doubt in my mind and 
I felt there was legislation necessary to meet a problem, I would re- 
solve the doubt in the interest of the legislation, because I might be 
wrong, and let the matter go along in the ordinary way and permit the 
Supreme Court to pass upon it. 

Mr. Hunter. We don’t believe Congress intended such loans be 
made, in the absence of any legislative history to indicate it did so 
intend. 

Mr. Jonas. Mr. Chairman, are you getting ready to adjourn? 
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The CHarrMAN. Yes. 
Mr. Jonas. Before you do I would like to ask him two questions. 
The Cuarrman. Yes. But I would like to ask Mr. Hunter: Could 
you return tomorrow morning for the completion of your testimony? 
Mr. Hunter. Yes, or I would be happy to stay now if it would be 
helpful. 

Mr. Jonas. Do I understand you to say, now, as far as you are 
concerned, if Congress should amend the statute and clearly indicate 
an intention that loans of this sort should be made, you would be 
inclined to recommend that the Administrator follow that amend- 
ment; is that correct? 

Mr. Hunter. Yes. 

Mr. Jonas. That would enable a taxpayer to test the constitu- 
tionality in court, clearly. 

Mr. Hunter. Yes. 

The CuHarrMan. How would he do that? 

Mr. Jonas. Well, irrespective of that—strike it. I mean, an 
interested party could maintain a suit, and the constitutionality 
could be tested in that way. 

Mr. Hunrer. We are not acting contrary to the intent of Congress. 
We believe Congress did not intend this type of loan. 

Mr. Jonas. I understand that, and I am trying to get you to say 
for the record whether there is any way in which the constitutionality 
of this matter could be tested. I asked you if it could be tested in 
one way and you said, “Yes.” 

It could be tested in another way if Congress should pass an 
authorizing bill to test the Constitutionality of the Act. That is 
the customary procedure, is it not? 

Mr. Pincus. There are precedents whereby persons who are entitled 
to grants and refused grants, may take legal actions in Federal 
courts of appeal. 

That is specifically authorized by Congress. 

Mr. Jonas. That would enable the institution denied the loan in 
this particular case to bring the suit; is that right? 

Mr. Pincus. That is right, yes. 

Mr. Hunter. Yes. 

Mr. Jonas. I think that ought to be raised here because there is 
some question whether any opportunity exists for any institution 
denied the loan to test the matter. 

Mr. Hunter. As the staff member pointed out, it is true if he is 
nothing more than a taxpayer, the Mellon case might preclude him. 
But there are other ways of bringing the constitutional question to 
the fore. 

Mr. Jonas. I did not mean a general taxpayer but an interested 
party. 

Mr. Hunter. I assumed that is what you meant when you said 
“Ves.” 

Mr. Chairman, we have only one page left. I don’t think there is 
anything particularly controversial. 

The CuarrMaANn. Mr. Brown, specifically wanted to question you 
at, on No. 15. He had to go. 

We will stand adjourned until tomorrow morning, at 10. 

(Whereupon, at 12:40 p. m., the subcommittee adjourned, to 
reconvene at 10 a. m., of the following day, Wednesday, June 22, 
1955.) 
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COMMITTEE ON ORGANIZATION OF THE EXECUTIVE 
BRANCH OF THE GOVERNMENT 


(Lending Agencies Report) 


WEDNESDAY, JUNE 22, 1955 


Hovss or REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND 
LEGISLATIVE REORGANIZATION OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The Executive and Legislative Reorganization Subcommittee met 
at 10 a. m., in the caucus room, Old House Office Building, Hon, 
William L. Dawson, chairman, presiding. 

Present: Congressmen Dawson, McCormack, Jones, Fascell, 
Brown, and Jonas. 

Also present: Christine Ray Davis, staff director; Orville Poland, 
general counsel; William Pincus, associate general counsel; Elmer W. 
Henderson, associate counsel; and Ann E. McLachlan, clerk. 

The CuHarrMAN. You were testifying yesterday when we closed, 
Congressman. How far had you reached in your statement? 


FURTHER STATEMENT OF OAKLEY HUNTER, GENERAL COUN- 
CIL AND ACCOUNTING ADMINISTRATOR, HOUSING AND 
HOME FINANCE AGENCY 


Mr. Hunter. Mr. Chairman, I might say, before I go on with the 
college dormitory program, that after yesterday’s hearing you inquired 
whether the record includes any official statement of congressional 
intent in connection with the language in the Independent Offices 
Appropriation Act, 1955, with respect to the authority of the Housing 
and Home Finance Administrator to make organizational changes and 
transfers of administrative expense funds. 

I have a statement here which we have prepared in the interim and 
will be glad to furnish it, if you so desire. 

The CHarrMan. Thank you. 

(The memorandum referred to follows:) 


HovusinG AND Home FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., June 22, 1956. 
Memorandum for Mr. Dawson. 
This is in response to your inquiry after yesterday’s hearing as to whether the 
record includes any official statement of congressional intent in connection with 
the language in the Independent Offices Appropriation Act, 1955, with respect to 
the authority of the Housing and Home Finance Administrator to make organiza- 
tional changes and transfers of administrative expense funds. 
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The language involved was initiated by the Appropriations Committee of the 
House in the bill which became the first Independent Offices Appropriation Act, 
1954. The committee included the following explanatory statement in its report: 

“‘Authority of the Administrator.—A proviso has been inserted in the bill under 
the Office of the Administrator with reference to the powers and duties of this 
official. In the opinion of the committee, it is obvious that it was the intent of 
‘Congress, in approving Reorganization Plan No. 3, which became effective July 
27, 1947, and which combined the several housing agencies into the Housing and 
Home Finance Agency, and, at the same time, created the Office of the Adminis- 
trator, to give the Admiristrator all authority necessary for ‘general supervision 
and coordination’ of the activities of the new agency to whatever extent this 
authority would be necessary to reorganize, to eliminate, to transpose, or to adjust 
the functions of any or all agencies entering into the reorganization, in order to 
provide the utmost in economy and efficiency. The restatement of this authority 
in the bill is not considered by the committee to be new legislation but only a 
restatement and a clarification of the authority given the Administrator by 
Reorganization Plan No. 3 in 1947, title V of the Housing Act of 1948, and other 
statutes” (H. Rept. No. 276, 83d Cong., Ist sess., p. 12). 

The language to which the statement quoted above refers was included in the 
bill passed by the House, but was eliminated in conference on the final bill. 

The above explanatory statement is considered to be a valid part of the legisla- 
tive history, however, inasmuch as the language adopted the following year in the 
Independent Offices Appropriation Act, 1955, was identical to that considered in 
the 1954 bill except for the addition of the single word “‘fidelity” to the objectives 
of economy and efficiency. 

OakLEY Hunter, General Counsel. 


Mr. Hunter. I believe, Mr. Chairman, that I had completed my 
prepared statement on the college housing program. 

Mr. Brown. I want to ask a question about No. 15 before you go 
on to some other subject, recommendation No. 15, if I may. 

Mr. Hunter. That recommendation has to do with the college 
housing program. 

Mr. Brown. Yes, and that was what we were on yesterday. 
Before we leave that, I would like to ask a question. 

Now, as I understand your statement you are opposed to that 
recommendation. Let me ask you, Mr. Hunter, what was the 
original loan authorization? 

Mr. Hunter. $300 million. 

Mr. Brown. And how much of that has been made available under 
order of the President? 

Mr. Hunter. $200 million. 

Mr. Brown. And how many applications have been approved—that 
is the total amount of money? 

Mr. Hunter. One hundred and ninety-five applications approved 
for a total of $155,216,000; 22 of these totaling $22 million have been 
rescinded when the bonds were advertised under the program and 
sold to private investment. 

Mr. Brown. That means you approved about $6 million worth of 
these loans since the first of January, or in 5 months. 

Now, let me ask you one other thing: What is the total amount of 
money that has been made available in the way of applications for 
money to construct these college dormitories and other buildings, 
altogether? Do you know? 

Let me put it another way, first, and maybe I can lead up to it: 
What is the total amount of the principal applications now pending 
before you amount to? 

Mr. Hunter. There are now 60 applications pending, totaling 
$32,978,000, plus 31 applications totaling $23 million, roughly. 

Mr. Brown. As of what date? 
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Mr. Hunter. As of May 31 of this year. 

Mr. Brown. Can you tell by your records what you had at the end 
of the calendar year? 

Mr. Hunter. We do not have those figures available, Mr. Brown. 

Mr. Brown. Does you agency or this particular division in charge 
of college housing go out and seek these loans or seek these applicants, 
or appresnonat 

r. Hunter. No, we do not. 

Mr. Brown. You never have done that? No one has ever done it? 

Mr. Hunter. To my knowledge, no. 

Mr. Brown. You are not certain, are you? 

Mr. Hunter. I can’t say for certain because I have not been with 
the agency during the entire period of the program. 

Mr. Brown. Let me ask you another question: What percentage of 
the loans being made for college construction of dormitories comes 
from the Government, and what part comes from other sources? Do 
you know? Do your experts know? 

Mr. Hunter. Well, if we consider the applications that have been 
processed by the agency, there are 85 applications which have gone 
privately for a total of $80,837,000. Now, that, of course, does not 
include dormitory construction which was undertaken separately from 
the program without any application having been made to the agency. 

Mr. Brown. Is it or is it not true that the great mass of financing 
for college construction of dormitories is now being done through 
private sources, being furnished through private sources? 

Mr. Hunrer. I can’t answer that categorically, Mr. Brown 

(The following statement was subsequently provided:) 

Complete statistical information is not available as to the proportion of college 
and university dormitory construction which is being financed under the college 
housing program. 

However, a study has recently been made by the Central Association of College 
and University Business Officers covering 339 of the 1,857 institutions of higher 
learning in the United States. 

The study indicates that 25.5 percent of the dollar volume of student residence 
halls completed since March 1953, under construction, or on which contracts had 
been let by October 15, 1954, were financed by HHFA college housing loans. 

The proportion for private colleges alone was 45.1 percent financed by HHFA 
college housing loans. 

The same study indicates that 29.1 percent of the financing of residence halls 
which are definitely planned but on which contracts had not been let by October 
15, 1954, would be from HHFA college housing loans. 

The proportion for private colleges alone is given as 46.1 percent. 

Other sources of financing are listed as insurance loans, revenue bonds, gifts or 
grants, appropriations, reserve funds and miscellaneous sources. HHFA college 
housing loans are largest single source of financing in the case of private colleges. 
Revenue bonds are listed as the largest single source in the case of tax-supported 
institutions but it is believed that many of the revenue issues included in the 
survey were developed and advertised under HHFA procedures and later sold to 
private investment, 


Mr. Brown. And in recent years, hasn’t there grown up a plan 
whereby these dormitories are financed through revenue bends at a 
rate equal to what the Government charges, or at a lower interest 
rate? 

Mr. Hunter. Well, a number of the tax-supported institutions 
have been able to sell their bonds privately. 

Mr. Brown. And haven’t the other institutions been able to get 
& great portion of their loans privately? 
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Mr. Hunter. The private institutions have had more difficulty. 
I might say this, Mr. Brown: That there is considerable—I would 
say there is a great deal of interest in the program at the present time. 
There is absolutely no need as far as I can see for any solicitation on 
the part of the agency. There bave been applications received 
throughout the United States from such institutions. 

Mr. Brown. I think it is a very bad practice if it does happen. I 
just inquired if it did happen. 

Mr. Hunter. We have applications on file from such institutions 
as the Southern Methodist, Baylor—— 

Mr. Brown. I don’t think the Government ought to seek customers 
for the taxpayers’ money. 

Mr. Hunter. I agree with you wholeheartedly on that. 

Mr. Brown. If the borrowers don’t have initiative enough of their 
own to come and ask for it, I don’t think we should seek them out and 
say, “Now, you just sit there quietly in your comfort and we will 
bring it to you.” 

Let me ask you one other thing: Are you informed on the President’s 
statement in his budget message in connection with this particular 
activity? 

Mr. Hunter. The President recommends $25 million for next year. 

Mr. Brown. No, no. What did he say about the development of 
private sources of funds for these purposes and the declining need for 
this particular activity and the expenditure of public funds thereon? 

Mr. Hunter. Well, I understand that through our program con- 
siderable interest has been developed in private financing, and that 
istrue. Now, I might point this out, Mr. Brown, that a bill has passed 
the Senate which would enlarge the scope of the program, would add 
additional types of facilities, would reduce the interest rate. 

The administration’s position is in opposition to that measure. 
We feel that the present program is working satisfactorily. One of 
the reasons we oppose the Senate bill is that it would almost entirely 
do away with the private financing that we are able to obtain. 

Mr. Brown. Now, has there been a decrease in the demand for 
dormitory housing as a result of the expiration of many of the GI 
educational rights? 

Mr. Hunter. No. Asa matter of fact, the number of applications 
received is accelerating. 

Mr. Brown. Because of the expiration of the GI bill of rights 
educational provisions? 

Mr. Hunter. We had some figures. Just a minute. 

Mr. Brown. For dormitory use, now. 

Mr. Hunter. The college enrollments are continually increasing. 
In 1955 it was estimated at 2,591,000, and by 1960, they are estimated 
to be 3,057,000. 

Mr. Brown. Well, now, you are talking about the future. There 
will be a lot more children in America, too, some of these days. They 
are being produced at a rather rapid rate. 

Mr. Hunter. As of the close of World War II, in 1945, the college 
population was 1,074,000, so there is a continuing increase, and | 
think you would have to say—— 

Mr. Brown. I am asking about the demand for dormitory space 
as a result of the GI bill of rights, the expiration of the educational 
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Mr. Hunter. Well, let me say this—— 

Mr. Brown. Of course, the great influx 

Mr. Hunter. This fall it will be at an all-time high. So we can’t 
say that because of the fact that the war is now past there is a decrease 
in college enrollment. As a matter of fact, it is continuing to ascend. 

Mr. Brown. You have the figures on that, do you? 

Mr. Hunter. Yes. I would be very glad to introduce in the record 
the figures for the years 1939 through 1954, with estimates for the 
year 1955 through 1960. 

Mr. Brown. On college enrollment? 

Mr. Hunter. Yes. 

Mr. Brown. I think it would be helpful to have those figures. 

(The information referred to follows:) 





Fall enroliment, 1939-60 


{In thousands] 


World War II Korean 





| 
Year veterans veterans | Nonveterans | Potal 

IOP ccukedeiasup seeds apathy Suhre pudegesand< ———— = 1, 365 1, 365 
SE ae e eee te ets SAPs iihtes erent locilon toate ssh asec, 1, 180 1, 180 
OGG. its int. a hebben wehelitgabe nok bidddalak bakebho anita spa hahha <u abide 732 733 
tel ne acl ee hehaenans ees Son lee tine Gal adininlomberiniwhanel 1,074 1,074 
WOO aw da cddenisnscisebedaesbisiducdcctas asenee 1,081 997 2,078 
TO eects Recta te cncbin deannecead sia > = 1, 216 2, 338 
1948___ . j 1,011 1, 397 2, 408 
949. 860 1, 597 2, 457 
f 574 1, 723 2, 297 
f 389 1, 727 2, 116 
pe ee 1,915 2, 148 
143 145 1, 962 2, 250 
80 290 2, 130 2, 500 
3 2, 591 
2, 692 
yo | ebelbindnaohidih 2, 776 
2, 847 
2, 940 
3, 057 





1 Estimates. 





Mr. Brown. Let me ask you one final question on this subject, 
and then if you have finished with your statement, I would like to 
ask a couple of questions on that. 

Mr. Hunter, you have been in Congress, and you are a very able 
lawyer, and you have studied government for a good while. Have 
you ever known of any agency or division in the Government that has 
ever wanted to wind up its activities and quit, or to decrease its 
activities? 

Can you tell me any, real quick, out of your experience? 

Mr. Hunter. I would say it is sort of an occupational disease with 
any agency, that it hates to give up any of its activities. I can’t 
cite you offhand any agency. 

Mr. Brown. Let me ask this one question, has it been your ex- 
perience that whenever an activity begins to kind of die on the vine, 
that the boys in that agency or division of government generally look 
around to see if they can’t find someway to spur it up a little, or to 
take on some new work so as to continue the need for their services 
to their beloved country? 

Mr. Hunter. I wouldn’t want to generalize on that. There are 
probably instances of that occurring. 
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Mr. Brown. You have, at least in your broad experience, seen an 
instance or two of that. Well, I want to congratulate you on being 
very observing. 

Mr. Hunter. You asked whether I could cite any instances. In 
the case of that Agency, Housing and Home Finance, the Agency 
oe do away with the prefab program which was instituted during 
the war. 

Mr. Brown. Was that before or after the task force had recom- 
er it? Do you remember? I think Mr. Cole was on the task 
orce. 

Mr. Hunter. I couldn’t state accurately. 

The CHarrman. That is another Mr. Cole. Do you regard the 
Hoover Commission as an agency of the Government? 

Mr. Brown. Yes, and it is winding itself up. The first Hoover 
Commission was the only agency or commission that we had in the 
Government that actually quit when it was finally supposed to and 
actually returned money to the Federal Treasury. We are proud of 
that record. I am glad you asked that question. 

Mr. Hunter. Mr. Brown, in the time that I have been with the 
Agency, I have observed this, in connection with Mr. Cole’s activities, 
the Administrator, that he feels very firmly that when a particular 
activity has served its purposes, it should be terminated. Now, just 
recently we have recommended the termination of the title [IX defense 
housing program because we feel that it has served its purpose. 

Mr. Brown. You do feel that there is, perhaps, just a teeny-weeny 
bit of a need for some economy and efficiency in the conduct of the 
public’s business, and perhaps a little need for reduction in public 
expenditures? 

Mr. Hunter. I don’t think we have to reduce it to the minute. 

Mr. Brown. Well, it seems to be that no one wants to cut. They 
want to make the cut and reduction somewhere else. They want to 
eliminate the Government services somewhere else. It is fine to do 
it, as long as you are not doing it on borrowed money. 

Let me ask a 2 or 3 other questions real quick and then I am 
through, Mr. Chairman. 

As I understand the Housing and Home Finance Agency, that you 
represent, has no objection to recommendation No. 6 for improving 
appraisal and cost estimates and the elimination of windfalls, especially 
in connection with apartment housing loans and guaranty. Is that 
recommendation satisfactory? 

Mr. Hunter. That is correct, Mr. Brown. 

Mr. Brown. And you have no objections to recommendation No. 
14 for acceleration of the liquidation of the war housing, veterans 
reuse housing, subsistence homesteads, and the Greenbelt town pro- 
grams? 

Mr. Hunter. No objection. As a matter of fact, during this next 
year, we will be recommending legislation to facilitate the liquidation 
of some of the programs you have mentioned. 

Mr. Brown. And you have no objection to recommendation No. 
16 for acceleration and liquidation of the prefabricated housing pro- 
gram. I think you told me you were already doing that. 

Mr. Hunter. That is right. 

Mr. Brown. Recommendation No. 17. You have no objection 
to that. That is the one for the liquidation of the Alaska housing 
loan. 
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Mr. Hunter. That is right. 

Mr. Brown. You have no objection to recommendation No. 18 for 
disposing of repossessed housing units as quickly as practicable? 

Mr. Hunter. Yes, that is correct. I think that has always been 
the policy of FHA, to dispose of the property obtained under fore- 
closure as soon as practicable. 

Mr. Brown. But you do object to recommendation No. 2. That 
is the transfer of funds of the Home Loan Bank System, and so forth, 
and so on, so as to give it an independent status. 

Mr. Hunter. We don’t believe that the Home Loan Bank Board 
should be given independent status. We believe the present arrange- 
ment has worked well. There are no compelling reasons why—— 

Mr. Brown. Yes. You believe your reasons—of course, someone 
else will have to pass judgment on how compelling they are, just like 
we will have to pass judgment on how compelling the Commission 
recommendations are; but in spite of the fact that the Home Loan 
Bank System belongs to private stockholders, others who own private 
stock 

Mr. Hunter. Of course, there, Mr. Brown, I think we will all admit 
that any bank must be subject to a certain amount of supervision. 

Mr. Brown. Regulation is one thing. There is no recommenda- 
tion that it not be regulated or supervised in the way of seeing that 
the public interest is protected. 

Mr. Hunter. We feel that the public interest can best be served 
by maintaining the Home Loan Bank Board as a part of the Housing 
and Home Finance Agency. 

Mr. Brown. Now, recommendation No. 4, do you feel that that 
is wrong, to say that no person should be permitted to serve on both 
the Home Loan Bank Board and the Federal Savings and Loan Insur- 
ance Corporation at the same time, even though one may borrow 
from the other? 

I just want to get your position in a nutshell. 

Mr. Hunter. No, we say, Mr. Brown, that that is under study. 
We state that there is a conflict, and it is a matter which should be 
considered by the Congress and by the executive branch, and I believe 
I did state yesterday that there is under consideration at the present 
time the reorganization plan which would separate the two. 

Mr. Brown. You at least partially agree with that recommendation? 

Mr. Hunter. Yes. 

Mr. Brown. Recommendation No. 5, as I understand your posi- 
tion—that is the one in which it is recommended that studies be 
made with respect to foreclosures and loss experience of the Govern- 
ment’s housing program—you agree with that because you say you 
have already started that study. 

Mr. Hunter. That is correct. The FHA is engaged in that type 
of study. 

Mr. Brown. Recommendation No. 7, that the President be given 
authority to increase equities on FHA mortgages and that more 
extensive use be made of the principal sharing the risk on insured loans. 

As I understand it, you walniied-ciat yesterday that the director of 
FHA now had at least'a part of that authority. Is that correct? 

Mr. Hunter. Yes; he has that authority. 

Mr. Brown. But you have no objection, then, to that particular 
recommendation, do you? 
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Mr. Hunter. No. 

Mr. Brown. And your Agency seemingly agreed that this was good 
in both parts, and there was no reason why the President shouldn’t 
have such authority, but you preferred, as I understood your position, 
to have that authority vested in the Federal Housing Administration, 
rather than the President. 

The CuarrMan. A program has been carried on to try to relieve 
the President of that responsibility, and there would be no need to 
increase it. 

Mr. Brown. There is no objection particularly to that provision, 
because the President does appoint the man. 

The CHartrMAN. One of the recommendations of the first Hoover 
Commission was that we take as many agencies from under the direct 
control of the President as possible, in order to relieve him of this 
great mass of work which our President has to do. Well, then, why 
should we create another agency at this time to put under him? 

Mr. Brown. You don’t relieve him, but he has the responsibility 
of also seeing that it is done. 

Mr. Hunter. We have no position on that, Mr. Brown, really. We 
are not testifying for or against that particular recommendation. 

Mr. Brown. Let’s go to recommendation No. 8. I believe that 
you agreed—you first “stated and I want to be absolutely clear, if I 
can—that was the one where the Commission recommended that FHA 
be reorganized as quickly as possible in such a manner as to provide 
for its own financing. 

You feel that it is to a great extent now financing itself, and that 
it can’t all be done promptly on the basis of the recommendation of 
the Hoover Commission, but as I understood your position, you rather 
agreed finally that it was a desirable goal to be worked toward. 

Mr. Hunter. Yes. 

Mr. Brown. That is a goal to be accomplished as quickly as possible. 

Mr. Hunter. It all depends, of course, upon your understanding 
of the word “mutualization.” We feel that as far as the 203 program 
is concerned, that it is in a sense mutualized because it is paying for 
itself. There have been no losses and the cost of operation is paid out 
of the premium charge. 

Mr. Brown. Recommendation No. 12, that Federal-grants-in-aid 
be used to provide security for loans to finance low-rent housing 
projects. 

I think you agreed yesterday, if I read your testimony correctly, 
that there was nothing bad about the recommendation and that it 
might result in some economy to the Government, especially in con- 
nection with the administrative expenses. 

Mr. Hunter. We feel that the public-housing program would be 
seriously affected if the Government were deprived of its lending and 
guaranteeing functions in connection with construction loans. We 
feel that that facility permits construction at lower costs which, in 
turn, means that the sibel contributions would be less and the cost 
to the Government would be less. 

The CHarRMAN. What was the Hoover Commission’s recom- 
mendation on that? 

Mr. Hunrer. Well, the recommendation was that the lending and 
guaranteeing functions be eliminated. 

Mr. Brown. No, it wasn’t quite that. 
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Mr. Hunter. Of course, it is rather difficult to interpret. On the 
other hand, the recommendations suggest that instead of annual 
contributions contracts over a period of 40 years, that there be a 
grant-in-aid at the very beginning. 

Mr. Brown. Let’s get it clear so the chairman and I both under- 
stand it and you do, too. 

Now, the recommendation was that Federal grants-in-aid be used 
to provide security for private loans for slum-clearance projects and the 
Federal lending and guaranteeing functions activities should be 
terminated. 

In other words, under such an agreement as recommended by the 
Commission, the community would know exactly where they were 
and they would not be dependent upon these annual appropriations 
which might be cut off next year or the year after if somebody got 
tired of it and Congress said, “No, it is all off.” 

In other words, he community is financed from the start, and I think 
it is a good recommendation. I think it is liberal. 

The CHarrMAN. Many of us do not agree with the Hoover recom- 
mendation on that subject, because the method that is now being used 
is working and is working to the advantage of all concerned. 

Mr. Brown. What guaranty do you have to that, that 30 years 
from now, that the Congress is in existence then —-—— 

The CHAIRMAN. What guaranty do you have that you will be living 
tomorrow? But if you are in good health today, you presume that you 
will be living tomorrow; and if these programs have been working for 
the last 30 years and are in good health today, we can presume they 
will continue in good health, rather than wish ourselves dead and 
foresee ourselves dead at the end of a given length of time. 

Mr. Brown. First, Mr. Chairman, the facts are they haven’t been 
lasting for the last 30 years. 

The CHarrMan. Let’s reduce the number of years, then, to the last 
10 years. 

Mr. Brown. Let me continue so we may try to get an under- 
standing, because I don’t think you understand what this is. 

The CHarrMan. I object to that last remark for this reason—— 

Mr. Brown. I really don’t think you do. I am saying that out of 
fairness to you. 

The CuHatrrMan. May I call this to your attention at this time: 
You occupy a dual position. You are both a member of this com- 
mittee and you are representing the Hoover Commission. 

Mr. Brown. That is right. 

The CHarrMAN. I am now addressing you as the representative of 
the Hoover Commission wanting to know how you arrived at certain 
conclusions in the light of the fac ‘ts, and I would like to know what 
they based it on that the present system is not working well. 

Mr. Brown. I think they based their whole thought and position 
and recommendation on the fact that today the Federal Government 
goes in and supposedly agrees, based on appropriations to be made in 
the future, that they will subsidize rents for as long as 40 years on 
housing projects. 

_ The “Commission believes that it is better for all concerned, the 
Government, the people who get the housing projects, to make it a 
straight grant-in-aid—— 


64865—55——_10 





138 COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 


The CuatrMan. Well, how could you determine now what grant- 
in-aid to give when conditions might change? How could you stretch 
it over the life of the entire operation? 

You meet the pressing needs, the construction needs, and so forth, 
and it is guaranteed, cheap money, so forth, and so on. Now, you 
want a grant-in-aid 

Mr. Brown. The grant-in-aid might be fixed sufficiently to pay 
practically all the construction costs, and then the rentals could be 
very cheap. 

The Cuarrman. That amount of money might not be necessary, 
and you could never get it back once you gave it. 

Mr. Brown. Well, you have got a continuing demand for 40 years 
that the Congress may or may not meet. mething may arise. 
Another war may come. 

The CHArRMAN. Oh, yes, yes, yes. 

Mr. Brown. You have had a broad experience, you know. It is 
just possible if some of the ideas and philosophies that have been put 
into effect continue, the Government won’t be able to meet its future 
commitments, so it had better meet its commitments at the time, 
rather than extend them over a 40-year period. 

The CuHArrRMAN. It is possible, because it has been demonstrated 
that the use of these activities has placed our country on a sound 
economic basis. It has encouraged production. 

Mr. Brown. Of course, Mr. Chairman, your idea of what a sound 
economic basis is and mine differ. I am trying to find out what the 
witness’ position is. 

Mr. Hunter. Mr. Brown, your interpretation of this-recommenda- 
tion places it in a new light. Frankly, we found it a difficult recom- 
mendation to interpret. Now, we have no objection to your suggest- 
ing that a lump-sum grant be used in lieu of an annual contribution 
contract of 40 years. 

But we have not studied that in connection with this reeommenda- 
tion. 

Mr. Brown. And, of course, no Congress can bind the future 
Congress as far as appropriations are concerned, as you know. 

Mr. Hunter. We did not know whether or not this also would 
apply to what we called the lending and guaranteeing functions as 
they relate to construction loans. 

Mr. Brown. Won’t that be the interpretation Congress puts on it 
in the end? 

Mr. Hunter. Yes; of course. 

Mr. Brown. All right. Then I think that settles it. If Congress 
interprests it in the same light I do, then it wouldn’t be so bad, would 
it? 

Mr. Hunter. I wanted to point out that this interim financing 
serves to cut the ultimate cost to the Federal Government and it 
involves no cost in the meantime to the Federal Government because 
we are merely pledging the full faith and credit of the Government for 
the repayment of these temporary construction loans. 

Mr. Brown. I think that is covered. 

The CHarrMan. Mr. Pincus would like to ask a question. 

Mr. Pincus. I would like to clarify this recommendation No. 12 
and some of the questions that have come up. 

Now, in the first place, the recommendation states that Federal 
grants-in-aid be used to provide security for private loans. How do 
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do you interpret that? How could a grant-in-aid provide security 
for private loans under this program? 

Would there not be a distinction between the grant-in-aid to cover 
part of the cost and then the need for private money to cover the other 
part of the cost which would then remain without any security in 
effect if lending and guaranteeing functions were moved? 

Mr. Hunter. That is a possible interpretation. The Government, 
by making a grant, merely cuts down the risk, and private lending 
agencies will then agree to loan the balance without any particular 
guaranty. That is a possible interpretation of that recommendation. 

The CHarrMaNn. So then that grant-in-aid would be like a larger 
downpayment, and then the loan would be protected by that large 


7 ent. 
pv aeas Yes. 


Mr Pincus. So this might cost the Government more money? 

The CuarrMan. Another windfall for big business. 

Mr. Hunter. That is possible. You see, until the 40-year period 
has expired, you don’t know how much it is going to cost the Govern- 
ment. 

Mr. Pincus. Exactly. 

Mr. Hunter. Now, if a lump-sum grant is made, it may turn out 
at 40 years that that may cost the Government more than if annual 
contributions had been made over 40 years. 

Mr. Pincus. Under the present system, you have an annual basis 
upon which to evaluate how much the cost to the Government should 
be, and you can tailor your dontributions accordingly. 

For example, the rents might be raised over a period of years, might 
they not? Have they not been raised on some of these projects as 
the level of inflation has gone up? 

Mr. Hunter. Yes, they have been raised. 

Mr. Pincus. So that your contributions will go down accordingly 
under the present system when that happens? 

Mr. Hunter. Yes. Of course, they might go up. You can’t tell 
today what will happen 40 years from now. So the cost might be 
more or less as compared with a grant. 

Mr. Pincus. I think you stated the rents might go down. 

Mr. Brown. Might go either way. 

Mr. Pincus. So actually the grant-in-aid system might be much 
more flexible under the present system. 

Mr. Hunter. Yes. 

Mr: Pincus. Unless we equate the words “grant-in-aid’’ with 
“annual contribution.” In that case, that interpretation would mean 
the same thing as the present system. 

Mr. Hunter. Of course, an annual contribution is in effect a grant- 
in-aid. 

Mr. Pincus. That is correct, and you stated that in your statement 
on page 11, if grant-in-aid is interpreted to mean “annual contri- 
bution,” then, in effect, you would not have any change at all from the 
present system. 

Mr. Hunter. That is true. 

Mr. Pincus. But if it were interpreted otherwise, it might place the 
Government in a situation that is less susceptible of definition than the 
present situation. 

In other words, there is no way of foretelling, unless you tailor your 
grant-in-aid or annual contribution to an annual situation, there is no 
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real way of telling how to make a grant-in-aid for a 40-year period. 
Is that not correct? Or would your agency have any such basis? 

Mr. Hunter. No; I don’t think that you could determine today 
what the ultimate cost would be during the succeeding 40 years. It 
would just be at the most an educated guess. 

The advantage of the lump sum payment in the beginning would be 
that it would be a clean-cut proposition. The Government would 
know its obligation immediately, and it would be disposed of. 

Mr. Brown. Wouldn’t that be a pretty good thing to have, so you 
would know what your obligations were? 

Mr. Hunter. Well, it has definite advantages. 

Mr. Brown. Wouldn’t you like to have that in your own private 
life? You wouldn’t want to go into a contract where you wouldn’t 
know what on earth you were going to have to spend in the future or 
what you were obligated for. 

Wouldn’t it make more commonsense to have it so that whatever 
you are going to do, if you are going to give something to somebody, 
that you know what it is? 

Mr. Hunter. It is true the Government is obligated for a period of 
40 years for an indeterminate amount. There are maximums, of 
course. 

Mr. Pincus. But the effect of this would be, would it not, that 
because of the indeterminate situation under grant-in-aid, that the 
private investor without any lending or guaranteeing would most 
likely demand a much larger subsidy at the beginning from the Federal 
Government in order to put his money into the project? 

Mr. Hunter. Well, that, of course, is a matter of conjecture. It 
is possible, 

Mr. Brown. It would be possible either way, couldn’t it? 

The CHAIRMAN. Suppose when it got tight, the private concerns 
would not lend the money, would not advance the money for con- 
struction? What position would the Government be in then, having 
put in this large sum of money in the beginning? 

Mr. Hunver. I don’t think any definite answer could be given 
unless it were tried out. 

The CuarrMan, In other words, there are many loopholes in the 
recommendations. 

Mr. Hunter. The financing so far has been successful. That is, 
we have public housing, and private groups have purchased the bonds 
on. the basis of the Government guaranty. 

Mr. Pincus. Would this result in any economy, then, under any 
interpretation that would place on it at this particular time in your 
opinion? 

Mr. Hunter. It is problematical. It might be !ess; it might be 
more, 

Mr. Brown. Would it create any more efficiency? 

Mr. Hunrer. I can’t say yes or no to that. 

Mr. Brown. Would it eliminate the need for large administrative 
staffs? 

Mr. Hunter. As I pointed out, Mr. Brown, if there was one lump- 
sum payment, then there wouldn’t be the problem of computing your 
annual contributions over a period of 40 years; that is true. 

Mr. Brown. You don’t contemplate that the Government will 
make a lump-sum payment to anyone who is not able to meet their 
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end of the requirement; that is, for construction. Unless the other 
people have the funds available, the Government wouldn’t put up 
the money and say erect it to the first floor level, and then if you 
can get the money finish the building; or if you can’t get it, why, 
let it go. 

The Government doesn’t do that. You don’t do that on anything 
now, do you? 

Mr. Hunter. Oh, no. The Government wouldn’t enter into any 
contract of that sort. 

Mr. Brown. Certainly not. There would have to be assurances 
to the Government that it would be completed. 

The CHarRMAN. You may proceed with your statement. 

Mr. Hunter. The last recommendation which I propose to dis- 
cuss today proposes the termination of two agency programs only 
recently adopted in the second session of the last Congress. 

The urban planning program was established upon the President’s 
recommendation in his housing message of January 15, 1954. 

Mr. Jonrs. May I ask a question at that point, before you leave 
recommendation No. 12? How do you reconcile that with the 
President’s message on housing, recommendation No. 12? 

Was it taken into account or was there any substantive study made? 

Mr. Hunter. I don’t quite get your question, sir. 

Mr. Jonrs. The President’s message on housing. If recommenda- 
tion No. 12 were to become effective, how would that alter the Presi- 
dent’s request that he conveyed in his message on housing, or would it 
have and effect? 

Mr. Hunter. I don’t see any direct connection there. 

Mr. Pincus. I believe Mr. Jones may be referring to the President’s 
request for the extension of public housing. 

Mr. Hunter. The request for 35,000 units? 

Mr. Prncvus. Yes. 

Mr. Hunter. For a year or 2 years? 

Mr. Jonzs. Yes, sir; that is it. 

Mr. Hunter. As I pointed out, sir, the effect on the public housing 
program of recommendation No. 12 is purely conjectural. It may be 
possible that adequate financing could be obtained if the recommenda- 
tion were carried out. 

We have no way of knowing definitely until it was tried out. I 
don’t think—the recommendation, itself, does not advocate elimina- 
tion of public housing. It merely recommends a different method of 
financing. 

Now, whether in practice that would result in a lack of adequate 
financing and curtail the program would only be determined after we 
had some experience. 

Mr. Jonres. What would be your recommendation, then, Mr. Hun- 
ter, that we let well enough alone, or that we attempt to alter the 
financial arrangements that could be made under this recommendation 
No. 12? 

Mr. Hunter. Well, we are not completely certain as to just what 
this recommendation means. Mr. Brown has placed an interpreta- 
tion on it today that we were not aware of heretofore. We did ob- 
ject—we do object to doing away with the lending and guaranteeing 
functions as they affect the financing of construction, because that 
permits the local public authority to borrow at a lower interest rate; 
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it permits a certain amount of supervision which keeps down costs,’and 
as a result, the annual contributions then over a period of 40 years 
are less. pee: 

Mr. Jones. Thank you very much, Mr. Hunter. 

Mr. Hunter. The Commission’s recommendation for termination 
appeared before any grants had been made or any experience. Indeed, 
the program is still so new that only two grants ‘have been undertaken 
and performance on these grants is a long-range proposition. 

The Commission advanced two principal criticisms on this which 
are, we believe, factually inaccurate. We cannot agree with the 
Commission’s statement that this type of development threatens the 
further reduction in the field in which individual American citizens 
wil have responsibility for and influence over the conduct of their 
hometown affairs. 

The CHAIRMAN. You say that only two grants have been undertaken. 
What two are those? 


STATEMENT OF GORDON HOWARD, ACTING DIRECTOR OF 
OPERATIONS, URBAN RENEWAL ADMINISTRATION 


Mr. Howarp. Since this testimony was prepared, another grant 
as been approved. There are now three. 

One is to Rhode Island, one is to the Tennessee State Planning 
Commission, and one is to the Alabama State Planning Commission. 
Moreover, about 24 States have already shown definite interest in the 
program, and several State and metropolitan agencies have appli- 
cations pending. In most States the program would aid quite a num- 


ber of individual communities. For example, the Alabama approval 
covers planning assistance to 33 communities. 

The CHarrMan. Proceed, Mr. Hunter. 

Mr. Hunter. We believe that the program actually strengthens 
the hand of individual citizens in dealing with hometown affairs. 
It stimulates the creation and promotes the effectiveness of planning 
bodies at the local level by encouraging the States to establish pro- 
grams and planning assistance to small communities which lack 
adequate resources to do effective planning without outside aid. 

The program also strengthens local metropolitan planning by 
offering to match funds raised locally for that purpose. Further, the 
Commission states that those localities which want the benefits must 
conform to plans approved by the Federal Government. 

This is likewise inaccurate in that the program exercises no such 
controls. There is no prescribed formula for localities to follow beyond 
providing evidence that the Federal grant would be spent for planning 
and not for advertising, construction or other purposes not con- 
templated by the law. 

The program for the reserve of planned public works also treated 
the recommendation as one which the Council of Economic Advisers 
considers an important opponent of antirecessionary planning. 

Expansion in the present program was recommended by the 
President in his state of the Union message in his economic report 
early in the present session, and has been passed by the Senate in the 
new housing bill, S. 2126. The amendments to the program that 
are contained in S. 2126 put the program on a permanent revolving- 
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fund basis and contemplates a program aggregating $48 million of 
advances outstanding at all times. 

This concludes my statement, Mr. Chairman. 

The CuarrMan. Any further questions? 

Mr. Brown. I think not. The only question I might bring up on 
that is, of course, that if you accept this, the local community must 
abide by the plan submitted by the F ederal agency, and that there is 
some feeling in some localities in America that they perhaps might 
like to run their own affairs if they can. 

Mr. Hunter. No, the requirement is merely that the financial 
assistance be for authorized purposes under the Housing Act of 1954. 

Mr. Brown. Yes: the Federal Government wants to tell the local 
community what it has todo. Now, that isin planning only. Now, if 
the community has a sufficient amount of money to do the job itself 
and the objective is set up, then perhaps they might be able to do 
their own planning. 

You haven’t had many demands. The result is what I mean. 
You haven’t had many requests for this, because the communities 
themselves don’t want it; they don’t like it. 

Mr. Hunter. We have two programs involved here, Mr. Brown, 
the urban planning grants. 

Mr. Brown. Public works? 

Mr. Hunter. And then we have the public works. 

Mr. Brown. And you don’t have anything to do with public works 
in your Administration, your housing? 

Mr. Hunter. The Community Facilities Administration admin- 
isters the advance public works planning program. The Urban Re- 
newal Administration administers the urban planning grant program. 

Mr. Brown. You are not having many requests as a result of that 
especially for planning public works, are you? 

Mr. Hunter. I think the fact that we have so few applications to 
date is because of the newness of the program. There have been 
many inquiries. 

We haven’t had any objection yet that I know of on the ground that 
the requirements laid down by the Urban Renewal Administration are 
so strict that 

Mr. Brown. Let’s go further. Now, the fact is that you have had 
very few applications. If there is a pressing need for it, you would 
have a great many people seeking this aid, wouldn’t you? 

Mr. Hunter. I don’t think that that is the answer. In the first 
place, this is a program which was authorized in the Housing Act of 
1954 which I believe the President signed in August of 1954. 

The States, themselves, have had to | pass enabling legislation before 
localities, that is, municipalities and the State, itself, could participate 
in this particular program. The States are just getting around now 
to—— 

Mr. Brown. You mean to accept your help, the legislatures had to 
pass a law permitting a municipality——— 

Mr. Hunter. That is right. In order to participate in slum clear- 
ance, urban redevelopment. 

Mr. Brown. I am talking about public works. 

Mr. Hunter. If you are talking about public works, no, there is no 
requirement there. 
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Mr. Brown. I didn’t think so. That is all. 

Mr. McCormack. Were the agencies asked for opinions by the 
Hoover Commission of these recommendations before they were made? 
Was your agency asked for opinions on these recommendations by the 
Hoover Commission before the recommendations were made? 

Mr. Hunter. No. There was no formal request for our opinion on 
the recommendations. Of course, the task force people working within 
the agency consulted with agency personnel, but there never was any 
formal request made from the Hoover Commission. 

Mr. Brown. I think I can answer your query by saying that it was 
the usual procedure—and I think it happened practically in every 
case—that the task forces, in the'r major studies of these agencies, 
were in constant contact with the officials, and before they made their 
report—that is, the task force report to the Commission—in many 
instances such as you recall in the subsistence report, the task forces dis- 
cussed the whole problem with the department, and in many instances 
action was taken in the department promptly where they could, in 
administrative orders. 

Then, in other matters, where it would take legislation, or presi- 
dential organization plans, the matter came on up to the Commission 
and was written in the form of a recommendation. 

Mr. McCormack. I just asked because naturally, I can understand 
that thoroughly, but I can also appreciate the fact that our depart- 
ments and agencies might be entitled to that respect where their 
formal opinion might be requested, and Mr. Hunter testified there 
has been no formal request. 

Mr. Brown. I think in every case the Commission knew pretty 
well what the position of the agency was. Sometimes it agreed and 
sometimes it disagreed. 

Mr. McCormack. I wasn’t putting the Commission on trial by 
that question. 

Mr. Brown. I understand that. The Commission isn’t on trial, 
and it won’t be. 

Mr. Hunter. Mr. Chairman, could we have permission to submit 
a further statement on recommendation No 12 for the record? That 
has to do with the public housing program. 

The CuarrMan. Certainly. 

Mr. Hunter. There seems to be some disagreement as to what is 
meant by the recommendation. We would like to explore that further. 

The CHatrMan. Certainly. 

(The further statement referred to follows:) 


REASONS FOR Use oF ANNUAL ContTRIBUTIONS INSTEAD OF CapiITaL Grants To 
Assist Pusiic HousinG 


It has been suggested that reeommendation No. 12 of the Hoover Commission, 
relating to the Public Housing Administration, means that a public housing project 
assisted by PHA should be financed through an outright capital grant at the time 
of the construction of the project, as distinguished from the present grant assistance 
in the form of annual contributions over a period of 40 years. 

Capital grants, as well as annual contributions, have been authorized since the 
enactment of the original Housing Act of 1937 (sec. 11). The use of capital 
grants has been carefully studied in the executive branch, as well as the Congress, 
and it has been determined that the use of annual contributions constitutes the 
more desirable method from the standpoint of both practicality and economy. 
Under the annual-contributions method only enough is paid each year to make up 
the difference between operating expenses including interest and repayment of 
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principal, and what low-income families can afford to pay. As the incomes of 
residents in public housing rise they are charged a greater rent and the cost to the 
Federal Government of annual contributions declines proportionately. 

Annual contributions are contracted for before projects are built, but payments 
commence only after the projects are permanently financed by the sale of bonds 
to private investors. The maximum obligation of the Federal Government at 
that time is equal to the debt service (amortization plus interest) on the capital 
cost of-the project. This maximum contribution is reduced each year by the net 
earnings of the project, that is, the rents and other income less current expenses 
and payments in lieu of taxes. These net earnings are applied at the end of each 
year to a reduction of the maximum annual contributions then payable. 

The total annual contributions paid from the inception of the low-rent program 
in 1937 through June 30, 1955, are $227,309,000. These actual payments were 
only 53.9 percent of the maximum amounts provided in the annual contributions 
contracts for the projects on which the contributions were paid. During this 
period the ratio of actual payments to the maximum pledged for debt service 
has been both above and below this percentage. However, with respect to years 
in which the actual payments are less than total debt service, payment by annual 
contributions is less expensive than a capital grant in an amount which would 
finance the construction of the project. 

It is recognized that the administration of a program involving annual con- 
tributions carries some additional administrative expenses as compared with a 
program of capital grants involving no continuing assistance by the Federal 
Government after construction of the projects are completed. However, such 
additional expenses are minor in relation to the above savings realized through 
annual contributions. Also, the public interest clearly requires that Federal 
assistance be given only in a manner which assures that it will be used to assist 
families with low income. The annual-contributions method provides a very con- 
venient and practical procedure for accomplishing this important objective. 

It might be possible to provide in a capital-grant system that any net revenues 
or proceeds from a public sale of the projects would be returned to the Federal 
Government. This procedure would eliminate one of the principal claims for 
economy for a capital-grant system, since there would have to be continued ad- 
ministrative control on the part of the Federal Government. Recovery of net 
income on the modified capital-grant basis would require the same amount of 
administrative control as under the annual-contribution system and would be 
infinitely more difficult to achieve. 

The contention that capital grants would relieve Congress of future commit- 
ments is not valid, because capital grants would only change the form of commit- 
ment and make it more expensive. If the Federal Government made capital 
grants for low-rent public housing, the cost would have to be financed through 
issuance of Federal bonds having a continued debt service at a fixed amount over 
the life of the bonds. Thus, under a capital-grant system, Congress would 
commit future Congresses to appropriate funds for that debt service. 

Public housing for low-income families is a long-term investment, and its use 
will extend over many years. The cost of the housing should be distributed over 
the time it is used in the public interest, rather than to be imposed upon the 
taxpayer at the time the housing is constructed. 

It is sometimes mistakenly thought that local communities have to rely upon 
the will of each succeeding Congress for annual contributions with respect to 
projects which have been contracted for in the past. In this connection, the 
Honorable Herbert Brownell, Jr., in an opinion dated May 15, 1953, to the 
President of the United States stated in part: 

“In reaching the conclusion that an annual contributions contract creates a 
valid and binding obligation of the United States, it is pertinent to note that the 
language of section 10 (e) |United States Housing Act of 1937, as amended}, 
underscored herein, ‘the faith of the United States is solemnly pledged to the payment 
of all annual contributions contracted for pursuant to this section,’ is identical 
with language used in R. 8. 3693 (31 U. S. C. 731) with respect to the interest- 
bearing obligations of the United States. It would be appropriate to conclude 
therefrom that the Congress intended to place on a similiar footing the obligation 
to pay annual contributions contracted to be paid pursuant to the terms of the act. 

“In summary, I am of the view that: 

“(1) The United States Housing Act, as amended to this date, is valid and 
constitutional; and 

“(2) A contract to pay annual contributions entered into by the PHA in con- 
formance with the provisions of the act is valid and binding upon the United 
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States, and that the faith of the United Scates has been solemnly pledged to the 
payment of such contributions in the same terms its faith has been pledged to the 
payment of its interest-bearing obligations.” 

his opinion thus makes perfectly clear that contracts to pay annual contribu- 
tions to communities are binding obligations of the United States and that com- 
munities are not dependent on the will of Congress from year to year for their 
payment. 

It may be pointed out that the President’s Advisory Committee on Govern- 
ment Housing Policies and Programs (p. 264 of committee’s report) fully con- 
sidered and rejected the capital-grant method as an alternative to the annual 
contributions system. 


Mr. McCormack. Might I suggest that you might reconsider your 
dormitory recommendation, too? You might want to reconsider that. 

Mr. Brown. That wasn’t a recommendation of the Commission you 
were referring to? 

Mr. McCormack. No. 

Mr. Brown. I wanted to be sure the Commission wasn’t going to 
be held responsible for that. 

The Cuarrman. Thank you very much, Mr. Hunter. It has been 
a pleasure to have you with us, and I want to compliment you and 
your staff for the information and testimony that you have given to 
us. 

Mr. Hunter. Thank you, Mr. Chairman. We have enjoyed being 
here. 

The Cuatrman. If there is no objection, I would like to present for 
the record the statement of Theodore Herz, staff director of the Hoover 
Commission task force on lending agencies, concerning the qualifica- 
tions of members of the task force on Government lending. 

(The statement referred to follows:) 


STATEMENT OF THEODORE Herz, Starr Director, Hoover Commission Task 
Force oN LENDING AGENCIES 


When Mr. Grady appeared before the subcommittee on Tuesday of last week, 
a question was raised concerning his qualifications and those of the other members 
of the task force on Government lending to offer recommendations concerning 
basic governmental policy. 

I should like to comment briefly on this question. 

There were 10 members in the task force which studied the Government’s 
lending activities for the Hoover Commission. Mr. Grady was the chairman. 
He has been a professional certified public accountant for more than 25 years, 
and for much of that time he has been widely regarded as one of the top leaders 
in the profession. 

There were three bankers among the members of the task force. One is from 
New Jersey, 1 from Detroit and 1 from Forest City, Ark. Another member is the 
principal executive officer of one of the largest Federal savings and loan associations 
in New York. 

Two members are in the publishing business—one of them the business manager 
of the Readers Digest, and the other president or board chairman of several 
important publishing companies. 

Still another member of the task force is chairman of the investment committee 
of an insurance company with headquarters in California. Also from California 
is another member who is a self-employed businessman—a small-business man and 
a successful one. 

The last member, now retired from active business life, has been the senior 
economic consultant as well as an important official of the International Harvester 
Co. 

These men—all of them—are respected in their own communities and elsewhere 
as men of good sense and sound judgment. They are highly responsible American 
citizens. I am sure it is their view that as serious-minded citizens, in a Nation 
which boasts a Government of the people and by the people and for the people, 
they have every right and reason to hold and to offer views on what the policy 
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of the United States Government should be, not only in the field of lending in 
which their business backgrounds have made most of them peculiarly skillful, 
but also in other fields of Government. 

Moreover, I am sure they would consider their views on governmental policy 
to be worthy of the attention of the Congress. It seems to me they would take 
this position, particularly, when, as in this case, they have given generously of 
their time and their effort, not only to make a serious-minded study in this field, 
but also to compose the differences of opinion which existed among them so as 
to come to the Hoover Commission, and through the Commission to the Congress, 
with a single coherent body of recommendations to which they could all subscribe. 

These men did not ask to be appointed to this task force. They were urged 
by the Commission to do this work. 

I should say also that the task force members would not expect everyone to 
agree with the approach which they endorse where the loan of the public’s credit 
is concerned. But they would wish that their approach be respected for its 
honesty and for the thoroughgoing effort which was expended in thinking it out. 

Now, I would like to comment briefly on certain aspects of the backgrounds of 
the task force members so as to relieve any further skepticism which may exist 
about their familiarity with governmental affairs and problems of policy. 

Mr. Paul Grady is a partner in Price, Waterhouse & Co., and a recognized 
leader in the accounting profession. His experience with the financial affairs of 
the National Government has been intensive and it has extended over a long 
period of time. 

As a professional independent auditor, Mr. Grady made the first financial 
examination of the Federal Deposit Insurance Corporation. Also as a professional 
independent auditor, he had top responsibility for the early audits of the Recon- 
struction Finance Corporation, and both of these things occurred long before any 
auditing of FDIC or RFC was ever undertaken by the General Accounting Office. 

He was an intimate adviser to the Secretary of the Navy, Mr. Forrestal, on the 
financial affairs of the Navy during the Second World War. 

He made financial examinations of Rubber Reserve Corporation and Rubber 
Development Company before the General Accounting Office concerned itself, 
under law, with those large-scale activities of the Government. 

He has consulted on numerous occasions with the officials of the Defense 
Department responsible for the making of financial policy, and his help is sought 
particularly when there are conflicting views to be resolved. 

A few years ago, in recognition of Mr. Grady’s background and of the soundness 
of his views on these subjects, he was asked to become chairman of the Professional 
Council on Federal Financial Administration, and in this capacity, together with 
the members of the council, he has consulted not only with several of the Hoover 
Commission task forces, but also with the Bureau of the Budget, the General 
Accounting Office, and the Treasury Department. 

Mr. Paul Bestor is President of the Trust Company of New Jersey, and before 
holding his present position, he was vice president of the Prudential Insurance 
Company of America. This subcommittee may recall that, through theRFC, the 
Federal Government had a $20 million stake in the Trust Company of New Jersey, 
and when Mr. Bestor became its president in 1948, while Mr. Truman was Presi- 
dent, it was largely because the Government had confidence in his judgment, his 
integrity, and his ability with credit and with other financial matters. 

In addition to these things, Paul Bestor has been president of the Federal Land 
Bank of St. Louis, and president of the Federal Intermediate Credit Bank of 
St. Louis. The intermediate credit banks, as you know, are institutions within 
the Farm Credit Administration which is one of the agencies of the Government 
covered in the study made by this task force. 

Also, Mr. Bestor was one of the members of the Government’s Federal Farm 
-Loan Board more than 25 years ago. He was the first Land Bank Commis- 

sioner under the Farm Credit Administration when that organization was set up 
in 1933, and he became special assistant to Mr. Henry Morgenthau when that 
gentleman was Governor of the Farm Credit Administration. 

Mr. Bestor pioneered the field of Federal Government lending in agricultural 
affairs. How could one find a more able authority? His interest in and his 
acquaintance with governmental lending in agriculture and in other fields has 
perhaps been more intimate over a long period of time than that of any of the 
present Members of the Congress. In addition to all of these things, he partici- 
pated in the study of governmental lending made in 1948 by the first Hoover 
Commission. 
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Mr. Henry T. Bodman served with the Office of Production Management and 
as a colonel in the Ordnance Department of the Army in Washington during the 
Second World War. He also served on the facilities review board, and at the 
close of the war on the demobilization planning committee of the Ordnance 
Department. 

In 1946, President Truman appointed Harry Bodman to be a Director of the 
RFC. _ I know from firsthand observation as an official of the General Account- 
ing Office that during his period of office as a Director of RFC, Mr. Bodman was 
a leader in the establishment of governmental policy so far as RFC is concerned, 
and I know at firsthand, also, that more than one committee of the Congress 
has earnestly requested and seriously considered Mr. Bodman’s views on Federal 
Government lending policy since he left the RFC. 

I think I make no serious violation of confidence in advising this subcommittee 
that Mr. Bodman’s views on financial policy were sought also by the present 
national administration when it was established in 1952. 

Mr. Bodman is now general vice president of the National Bank of Detroit, 
a fine institution and a progressive one. Both the needs of his present position 
and the force of his personal inclinations have made him in recent years an ener- 
getic and serious student of the philosophy of our National Government. 

Mr. William W. Campbell is the president of the National Bank of Eastern 
Arkansas. He has been a member of the Board of Directors of both the Federal 
Reserve Bank of St. Louis and the Federal Reserve Bank of Memphis, and he has 
been a member of the Federal Advisory Council in the Eighth Federal Reserve 
District. 

He also is a member of the board of directors of the Arkansas Economic Council 
and a member of the cotton advisory committee for Commodity Credit 
Corporation. 

Mr. Campbell is familiar at firsthand and on a day-to-day basis with the prob- 
lems of agricultural lending by both public and private institutions. Even before 
he became a member of the task force on lending, I understood it to be the opinion 
of important representatives of his section of the country that Mr. Campbell’s 
judgment on these matters is unsurpassed. 

Mr. George L. Bliss is president of the Century Federal Savings & Loar 
Association of New York, and he is an acknowledged authority and a leading 
thinker in the savings and loan field and in the field of mortgage lending generally. 

In 1953, when the President established a committee to advise him on the 
Nation’s problems and policies in the field of housing, Mr. Bliss was selected t 
serve as a member of that committee because his views on policy are held in high 
regard. 

He participated in the deliberations which went into the formation of the Home 
Loan Bank System in 1932, and the FHA in 1934, and he also was a participant 
in the drafting of proposals which became the legislation governing the GI loan 
programs and the other governmental aids for rehabilitation of returned servicemen. 

In addition to these things, Mr. Bliss was vice president and then president 
of the New York Federal Home Loan Bank until 1941, and he served for a period 
as Deputy Governor of the Federal Home Loan Bank System. He is a member 
of the only statutory advisory committee in the savings and loan field. This is 
the Federal Savings and Loan Advisory Council which was created by Federal 
law to counsel with the Home Loan Bank Board. 

Mr. Albert L. Cole is a director and the general business manager of the 
Reader’s Digest, and Mr. Gardner Cowles is president of the publishing com- 
pany which bears his name. Both have been associated with other publishing 
companies as well, and Mr. Cowles has served as director of United Air Lines, 
Bankers Life Co., and Iowa-Des Moines National Bank & Trust Co. Mr. Cole 
has been director of the Boys Club of America, Inc., in addition to his business 
activities. 

Although these two men have not been concerned directly with the making 
of governmental financial policy, their backgrounds in business enterprises and 
particularly in the publishing business give them a familiarity with people which 
did much to assist the task force in taking that vital matter into account when 
it made its recommendations. I make this comment because human nature is 
of extreme importance when the policies of government are under consideration. 

A member of the British Parliament wrote a few years ago—and I think, 
wisely—that ‘“‘ any sound political system must be based on a correct apprecia- 
tion of human nature * * *.” 

The task force sought a correct appreciation of human nature when it pro- 
duced its report on lending, and it seems to me their efforts resulted in a document 
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worth reading, whether one agrees with it or not. The two men from the pub- 
lishing field gave invaluable assistance on this score. 

Mr. Preston Hotchkiss is chairman of the investment committee of Founders 
Insurance Co., a California company, and he is an executive of other businesses 
operating on the west coast. 

In addition to these things, he has been a cowneilman in the city of San Marino, 
and he is a member of the Business Advisory Council associated with the Depart- 
ment of Commerce. Also, until his resignation which was announced in this 
morning’s paper, he was the United States representative on the United Nations 
Economic and Social Council. 

In 1942, Mr. Hotchkiss served the State of California as a member of its recon- 
struction and reemployment commission and of the Governor’s tax committee. 

Mr. Arnold B. Keller has been a smalltown banker. He became vice president 
and treasurer of the International Harvester Co. and now, though retired from 
active executive management, he is serving as senior consultant and a director of 
that company. Because of its position in the economy of the United States 
the International Harvester Co. has found it necessary to be at all times familiar 
withthe problems, and particularly the financial problems, of our farmers and 
others engaged in agricultural pursuits. 

They have found it necessary also to be informed on international trade and 
on the problems of financing the export of machinery and equipment. Both of 
these subjects are closely associated with the present programs of Government 
lending, and therefore, Mr. Keller’s experience and that of his company amply 
qualify him to speak with authority where the loan of public funds or credit are 
concerned, 

The members of the task force found him a thoughtful colleague with a strong 
feeling for the social responsibility of his group. 

The youngest member of the task force was Mr. Clifford D. Cooper who is a 
businessman—a manufacturer—with headquarters in California. 

When the task force held its first meeting, Mr. Cooper had only recently been 
appointed a member of an advisory committee established in his region by the 
Small Business Administration. Although he has not held membership in other 
governmental advisory committees, and although he has not held Government 
office, Mr. Cooper has concerned himself in recent years with the problems of 
Government and of governmental policy. 

He is a past president and member of the executive committee of the United 
States Junior Chamber of Commerce. He has served as a director and as a 
member of the Government expenditures committee of the United States Chamber 
of Commerce. He is national chairman of the committee for young men in 
Government. 

I think what I have said should establish beyond further question that the 
members of this task force are qualified to make pronouncements on governmental 
policy, and what is more, that they were perhaps as fine a group as could be 
assembled in 1954 to advise the Hoover Commission and the Congress in this 
important field. It has been said of their report, by a highly regarded columnist 
(Mr. Henry Hazlitt) writing for Newsweek magazine, that ‘‘The first 25 pages 
are a model of what such a report should be.”’ 

There are not many spokesmen today for the conservative point of view. 
Those who undertake to be such spokesmen must expect to find themselves 
accused of narrow selfish special interest, of wanting to turn the clock back, and 
of cold disregard for the welfare of the people, and this has discouraged many 
who otherwise might have been willing to try. 

The task force report on lending gives expression to a conservative view. I 
think it does so fairly and honestly and in a serious-minded way. 

The task force on lending thought deeply about our system of government and 
society. Finding certain essentials of the system endangered and hoping to help 
stave off their further deterioration, the task force asked that they be conserved. 
Its report asks the leaders of our Nation to endorse the moves necessary for this 
conservation even though for the short term this may mean they will take posi- 
tions which are politically uncomfortable. 

The task force has sought to make its report persuasive knowing that it would 
encounter opposition and resistance. The members of the task force have respect 
for sincere opposition and for the points of view which give rise to it. I am sure 
they feel entitled to equal consideration from those who hold the opposing views. 


The CuarrMAN. Our next witness will be Mr. W. Norbert Engles. 


We are happy to have you with us. Will you identify yourself and 
your assistant for the purpose of the record. 








150 COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 


Mr. Encues. My name is W. Norbert Engles, Deputy Administra- 
tor for Financial Assistance of the Small Business Administration. 
And Mr. Lief is my assistant. 


STATEMENT OF W. NORBERT ENGLES, DEPUTY ADMINISTRA- 
TOR FOR FINANCIAL ASSISTANCE OF THE SMALL BUSINESS 
ADMINISTRATION 


Mr. Wendell B. Barnes, Administrator of the Agency, was unable 
to attend these hearings because he is involved in hearings before the 
Subcommittee on Government Employees’ Security Program of the 
United States Senate Committee on Post Office and Civil Service. 
He asked me to submit his regrets to this committee, and to present 
the Small Business Administration’s comments regarding the recom- 
mendations of the Hoover Commission. 

And I will go right into the recommendations if it is all right. 


COMMENTS REGARDING THE RECOMMENDATIONS 


Recommendation No. 39 (a): 


That the Small Business Administration be brought under the Government 
corporation control so as to secure its comprehensive audit by the General Account- 
ing Office on a business basis. 

The Comptroller General under date of May 6, 1954, advised the 
Administration: 

The Small Business Administration has been assigned for audit by the Division 
of Audits of the General Accounting Office on a comprehensive basis. 

While the directive is permissive and can be withdrawn by the 
Comptroller General, there does not appear to be any justification at 
this time to anticipate any such withdrawal, The only apparent gain 
to be secured so far as audit under the Corporation Control Act is 
the legal requirement under such act that— 
the audit be conducted at the place or places where the accounts of the respective 
corporations are normally kept. 

I might say this: that the General Accounting Office has their 
representatives in our agency right now making an audit, 

Recommendation No. 39 (b): 

That it be continued for another 2 years during which period it will have an 
opportunity to demonstrate its usefulness to small business on sound business 
principle. 

The Administrator has recommended a 2-year extension of the 
agency, in testifying before the House Small Business Committee on 
March 1, 1955, and the Senate Small Business Committee on March 
21, 1955. 

Those recommendations have also been made before both House 
and Senate Banking and Currency Committees. 

Recommendation No. 39 (c): 

That in the meantime, it should charge sufficient interest to earn its operating 
expenses arising out of lending and to pay interest to the Treasury on Govern- 
ment funds equal to the cost of money to the Government. 

In the first instance, it is to be noted that the Small Business 
Administration does pay interest to the Treasury, at rates established 
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by the Secretary of that Department, for all funds, exclusive of admin- 
istrative expense funds, drawn down for the purpose of making loans. 

In accordance with section 204 (b) of the Small Business Act, the 
rate is to be determined by the Secretary of the Treasury after— 
taking into consideration the current average rate on outstanding interest-bearing 
marketable public debt obligations of the United States of comparable maturities. 

As for the premise that this Administration should charge sufficient 
interest to earn its operating expenses arising out of lending, it is our 
opinion that it we attempted to accomplish this solely by increasing 
interest rates, we would soon diminish the value of our assistance to 
the small business community to the point where a small-business man 
could not afford to accept our offer of financial assistance. 

In. the first place, less than one-third of the applications filed result 
in approved loans, and it costs as much, if not more, on the average, 
to process an application which is later declined as to process one 
which is approved. Since no fees are charged for filing an application, 
the interest rate charged on the loans approved would have to be 
sufficiently large to absorb the cost of the work on the applications 
declined. 

Mr. McCormack. There is a lot of work that the Small Business 
Administration does which is outside of the direct loan, advice and 
many things, and it is not only a lending agency, but it has many 
other duties which the Congress, in its wisdom, thought it should 
impose on. it in our whole economic system to try and see that small 
independent businesses have, as far as reasonable, a competitive 
situation existing. 

Mr. Eneuss. Yes, sir. I will cover that. I will cover the other 
functions of the agency in this statement. 

Second, the average size of business loans as of February 28, 1955, 
was $52,526, of which the SBA share was about $45,000. Almost 
one-half of these loans are of the deferred participation type on which 
participation fees at an average rate of about 1% percent are received. 

On other business loans for which funds are disbursed by SBA, the 
average rate of interest is approximately 6 percent. SBA at present 
is paying 2 percent interest to Treasury on money advanced from the 
revolving fund. Last year the rate was 2% percent. 

Under Recommendation 39 (c), SBA would be left with a margin of 
less than 4 percent to pay the cost of processing, closing and adminis- 
tering the loans it approves plus the cost of processing the sizable 
additional volume of applications which are declined and yield no 
income. 

Third, we are also engaged in making disaster loans in connection 
with hurricanes, tornadoes, floods, and other catastrophes. In con- 
nection with this program, it is our belief that the Congress does not 
desire that we charge interest rates sufficiently high to pay the ad- 
ministrative expenses in connection with this program. Our primary 
purpose at the time of a disaster, as exemplified by our action during 
the floods and hurricanes of last year, is to relieve human suffering and 
not show concern for making a profit. 

Mr. Jones. What is the interest rate usually imposed upon loans 
made in disaster situations? 

Mr. Enates. 3 percent. 

Mr. Jones. 3 percent? 
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Mr. Enauss. Yes, sir. 

Mr. Jonsrs. Do you realize at the present time that the Farmers 
Home Administration is making loans to farmers for disaster purposes 
at 5 percent? 

Mr. Eneuzs. I understand that is true. Our rate was 5 percent 
when the agency was first started. 

Mr. Jones. The best thing we can do is to get our farmers in to 
make application for a small-business loan if i suffer or are dis- 
tressed by some catastrophe. 

Mr. Eneues. We don’t make loans to farmers at all. We just 
make business loans. We make business loans and home loans. 

Assuming the present average of approximately $45,000 for SBA’s 
share in the average-size business loan is maintained, it appears that 
an interest rate of between 8% and 9 percent would have to be charged 
to recover all costs pertaining to the business-loan program. This 
would not, however, provide for the additional costs which presently 
are not recovered on the disaster-loan program. 

Either the interest rates on disaster loans would have to be raised, 
or a further increase in the interest rate on business loans if the entire 
lending operation is expected to recover its costs. 

The CuHarrMAN. This is a case where the task force recommends the 
elimination of this agency. 

Mr. Brown. Let me bring out one thing about your costs. You 
will notice on page 105 of the report, the loan functions only were 
mentioned. 

Mr. Enaues. That is correct. 

Mr. Brown. That is in a general recommendation. 

Mr. Enauzs. Yes, sir. 

Mr. Brown. There was certainly no provision to take the admin- 
istrative cost of these other services that the Government renders 
through the Small Business Administration, the same as through the 
Department of Commerce, the Department of Agriculture, according 
to who the recipient might be. 

Mr. Eneuzs. That is correct. 

Recommendation No. 44.: 

That all lending and guaranteeing agencies charge such fees to their borrowers 


as will permit them to reimburse the Treasury for the cost of money advanced to 
them and cover their own administrative expenses. 


My comments with respect to recommendation No. 39 will generally 
apply also to recommendation No. 44. This latter recommendation, 
however, does inject an additional element on which I did not comment 
previously, namely, the charging of fees. 

Some consideration has been given to the possibility of charging 
fees, but the conclusion was reached that it would be inadvisable to 
do so. In the first place, the Small Business Administration has the 
responsibility to furnish numerous services to small business enterprises 
in which the rendering of financial assistance is only one. 

It is my opinion that charging of fees for any of these services is 
contrary to the intent of the Congress and, in fact, would tend to 
nullify some of the values to be obtained under the act. 

Mr. Brown. Just one moment there. Of course, again, that recom- 
mendation refers only to actual lending of money, and not to these 
services, so there is no suggestion there that the fees would apply 
to the extending of services to small business. 
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Mr. Enetes. No, sir. 

Mr. Brown. It would be limited purely as it says here, to “as their 
borrowers’’—to cover the cost of money advanced. 

Mr. Enotes. Part of our lending program is financial counseling: 
That is part of the program that is connected with it. I think in a 
good many cases those applicants for counseling would develop into 
a loan application. 

Mr. Brown. Once the loan is made, then what about it? I think 
that is what the intent and purpose is. 

Mr. Enctes. With respect to the charging of fees for filing of loan 
applications, it should be pointed out that based on experience to 
date, only about 30 percent of the business-loan applications filed 
result in approved loans. Consequently, 70 percent of the applicants 
would be required to pay a fee for a service from which they receive 
no tangible benefit, and in the case of some of the very small firms, 
the size of the fee required to pay for the cost of processing the appli- 
cation conceivably could be the difference between success and failure. 

Mr. Brown. If a man does not receive a loan, do you think recom- 
mendation No. 44 would apply? 

Mr. Enauss. Well 

Mr. Brown. As will permit it to charge such fees to their borrowers. 
Of course,’a man isn’t a borrower until he gets a loan; he is just an 
applicant. 

Mr. Enauss. That is right. 

Mr. Brown. You haven’t advanced any money, have you? 

Mr. Enates. No, sir. 

Mr. Brown. You wouldn’t charge a fee any more than you would 
be charged a fee for something at the Department of Commerce if 
you wanted to get some information. 

Mr. Enews. That is correct. 

Mr. Brown. I just don’t agree with your interpretation of what 
recommendation No. 44 does. It doesn’t say those things that you 
are suggesting. 

Mr. McCormack. 70 percent of the applicants, approximately, 
whose applications are not approved, it is fair to assume that they 
have incurred expenses in connection with preparing their application. 

Mr. Enates. Yes, sir. They have some expense connected with 
the application. 

The CuarrMan. May I ask a question there? On page 104 of the 
Commission’s report, the following instances are illustrative of the 
amounts involved when agencies fail to cover even administrative 
expenses. 

Congress appropriates these costs directly from the Treasury, and 
they are, therefore, a burden on the taxpayer instead of the benefi- 
ciaries of the particular program. Down there it refers to Small 
Business Administration loan functions, $3,775,000. 

Does that include the administrative expenses for the applications 
that are turned down, the 70 percent, as well as the 

Mr. Enauzs. Yes, sir. 

The Cuarrman. And that is the sum that the Hoover Commission 
stated that the Treasury ought to be reimbursed for. That included 
all loans. 

Mr. Brown. Let’s go ahead and be fair. Where did the Hoover 
Commission get that amount and figure? From your agency, didn’t 
it? You furnished it? ; 

64865—55——11 
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Mr. Enates. Yes, sir. That is the appropriation for running the 


agency. 

Mr. Brown. Yes. Allright. But what does the recommendation 
say? 

Mr. Enaues. The recommendation says: 

Such fees to their borrowers as will permit them to reimburse the Treasury for 
the cost of money advanced to them and cover their own administrative expenses. 

Mr. Brown. The recommendation was simply based on what in- 
formation we got. But the recommendation speaks for itself. 

Mr. Enates. Yes, sir; but I would think that the borrowers—you 
would have to charge everybody that applied, I think, to make it an 
equitable arrangement. 

Mr. Brown. If we followed your suggestion, we ought to take that 
back and rewrite that recommendation. 

The CHarrmMan. Do you say they ought to charge a fee sufficient to 
cover their administrative expenses? 

Mr. Brown. It speaks for itself. It is plain English. 

The CHarrMAN. | can understand plain English and I don’t read 
into it what you say. 

Mr. Brown. Charge such fees to their borrowers as will permit 
them to reimburse the Treasury for the cost of money advanced to 
them and cover their own administrative expenses in connection with 
the loan. 

The CuarrmMANn. You said these administrative expenses and you 
have referred to the administrative expenses and set them out there, 
and it is impossible to put the construction on the—— 

Mr. Brown. I don’t want to take on an editing job or teach Eng- 
lish either, but certainly that refers back to what is said in the first 
part of the sentence. 

The CuarrMan. Then why did you set out there the expenses of the 
Small Business Administration—— 

Mr. Brown. Because those were the figures furnished by the 
Administration. 

The CuarrMANn. The administrative expenses of all loans, both 
those turned down and those that weren’t, and yet you say that you 
were referring in your recommendation only to those that were 
accepted. 

Mr. Brown. All you have to do is read it. I can’t read it for you. 

Mr. Fascexu. I want to ask Mr. Brown if he reads that last clause 
of that recommendation “and cover their own administrative expenses 
in making such loans’’—is that the way you read it? 

Mr. Brown. Yes, I think so. 

Mr. Fascetu. If we can agree on that interpretation, why, that 
might be all right. There is latitude, however, in reading it the other 
way. 

Mr. Brown. Of course, it refers only to the subject matter of the 
sentence. 

Mr. Eneuzs. That is correct. 

Mr. Brown. No. As Mr. McCormack pointed out—and he was 
very right—there are a number of services rendered by that agency 
that should be a general expense to the Government, including telling 
a man whether he can get a loan or not, in my opinion. 

Now, I am expressing my own opinion. I don’t know what some 
other Commissioners might have in mind. I can’t speak for the minds 
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of all of them. I don’t agree all the time with any of my colleagues on 
the Commission. 

But you render a general service. You may write in and you want 
to know whether you can get a loan or not. Well, it is one thing 
whether it may be here or be in the farm agency—it is one thing to get 
a reply and information, but it is another thing to get the loan. 

You may be notified that you qualify. Or you may be notified that 
you don’t qualify. But once the loan is made, or entered into, then 
it is the thought, as I understand it—that is my opinion, at least— 
that is my interpretation as a member of the Commission—that once 
a loan is made, then it should cover the cost of the application just 
like it would on any other thing of that sort, and cover that end of it. 

Now, there are bound to be—for instance as regards the Small 
Business Administration—efforts to help small business get Govern- 
ment contracts—services that we furnish free of charge. 

The CHarrMan. I am speaking—I am speaking for the Adminis- 
tration. 

Mr. McCormack. You mean you are quoting the Administration? 

The CuHarrman. No. He is representing the Commission here. 

Mr. Brown. I am not representing the Commission now, as you 
have said that several times. Let’s have a clear understanding. I 
speak here as not only a Member of Congress, but as a member of the 
Commission. I do not represent the whole Commission. I give you 
the best judgment I have, the best information I can give you, and, 
of course, I cannot give power to understand. I just have to say 
what I think about it. I can’t pass that other power on. 

The CuarrMan. We have to depend upon you to give us the —— 

Mr. Brown. I am telling you what my opinion of it is. I am not 
saying that it is the opinion of every member of the Commission. 

The CHarrkMAn. Will you explain to me what the Commission 
meant by this statement in the report that you signed on page 105? 
At the end of this list of administrative expenses of the different 
agencies: 





Thus, the payment of these administrative expenditures by their beneficiaries— 
and they were referring to the agencies— 
would create a saving of $95 million annually to the taxpayer. 


There is nothing indefinite about that. There is nothing can be 
misunderstood. It refers to the administrative expenses of the agency 
to be paid by those who are beneficiaries of the agency, and that would 
require them to—whenever they are successful in making a loan—to 
bear the burden of administrative expenses and not just the burden 
for their own particular loan. 

Mr. Brown. Let me ask the gentleman from Illinois a question: 
Do you know as a matter of fact just what that $3,775,000 includes? 

The Cuatrman. I know only—— 

Mr. Brown. Do you? 

The CuarrMan. Will you permit me to answer you? I only know 
in so far as the one who does know told me. I asked him in the begin- 
ning: ‘‘What is that figure? Did that figure cover the loan, the 
administrative expenses for their loan functions?” 

He said it did, and if his answer is correct—and I have every reason 
to believe it is 
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Mr. Brown. I am very happy that you and the Commission are at 
long last getting together, Mr. Chairman, because the only way the 
Commission knew is because these same gentlemen down there told 
them. 

The Caatrman. And then the Commission made a recommendation 
based on it, and now you say your recommendation doesn’t mean 
what the plain English of your recommendation says. 

Mr. Brown. The recommendation speaks for itself. 

The CHarrMan. Read the recommendation. 


That all the lending and guaranteeing agencies 


Mr. Brown. The English language still stands. Read it for 
yourself. 

The Cuarrman. I am going to read it for the benefit of all here. 

Mr. Brown. If you don’t want to understand it, you don’t have to. 

The CuarrMan. I want to understand it. 

Mr. Brown. I have tried to explain to you what I believe it means. 

The CuatrMan. We don’t agree with you. 

Mr. Brown. I have never asked you to agree. God knows I would 
reexamine my position if you did. 

The Cuarrman. I will again read this to you, Mr. Brown: 

Thus, the payments of these administrative expenditures by their beneficiaries 
would create a saving of $95 million annually to the taxpayer. 

And then comes the recommendation 

Mr. Brown. That is the statement taken, of course, from the task 
force, but the Commission, itself, makes its own recommendation. 

The CuHarrMan. I am reading from the Commission report. 

Mr. Brown. I understand. 

The CHAIRMAN (reading): 

That all lending and guaranteeing agencies charge such fees to their borrowers as 
will permit them to reimburse the Treasury for the cost of money advanced to 
them— 
referring to the agencies— 
and cover their own administrative expenses. 


There is no ambiguity in that language, and in the back under No. 9 
of the Commission report they repeat that, referring to the adminis- 
trative agencies. 

Mr. Brown. It is all based entirely upon the information furnished, 
and that information furnished is the basis upon which the recom- 
mendation is made. 

The Cuarrman. Mr. Fascell, do you have a question? 

Mr. Fascetu. No; it has been cleared up. 

The CuarrMan. Proceed. 

Mr. Enauss. Also, since a large portion of our applications are for 
participation loans, presented by banks which do not customarily 
assess such fees, problems of collection of application fees would 
immediately arise. 

Again, with respect to the making of disaster loans, I doubt that the 
Congress intended that we ask and obtain from such applicants a fee to 
cover the cost of processing such applications. 

For the above reasons, I am of the opinion that the application of the 
above recommendation to the Small Business Administration would 
be inappropriate. 
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Mr. McCormack. Pardon me, Mr. Engles. On recommendation 
No. 1, you have already taken action. 

Mr. Enauzs. Well, No. 1, we are already being audited. 

Mr. McCormack. You have already taken action on that. That 
is, you were doing it anyway. 

Mr. Eneuzs. Right. 

Mr. McCormack. Recommendation No. 39 (b), that is the same 
thing. The agency itself—recommendation No. 39 (ec), the agency is 
against that. 

Mr. Enates. We are paying interest to the Treasury at the mo- 
ment. We are already paying interest to the Treasury. 

Mr. McCormack. In other words, this is unnecessary? 

Mr. Enaues. It is not necessary. I mean we were already doing 
that. 

Mr. McCormack. Therefore, it being unnecessary, and you already 
doing it, you are against it. 

Mr. Enatss. And then we cannot raise the interest rates to take 
care of the cost of processing these loans. 

Mr. McCormack. Recommendation No. 4, on page 2, the agency 
is against that; isn’t it? 

Mr. Brown. Where is that? 

Mr. McCormack. Pardon me—No. 44 on page 2 of your statement; 

Mr. Enatzs. Yes, sir; that is the fees, 

Mr. McCormack. Yes; the agency is against that. 

Mr. Eneies. Recommendation No. 46: 

That all nonmutualized agencies engaged in lending, guaranteeing, and insur- 
ance be required to report each year to the Congress and the Treasury in a form 
determined by the General Accounting Office the total amount by which earned 
income failed in the previous year to cover— 

(a) Operating expenses; 

(b) Interest on advances by the Government at a rate equal to that on 
the public debt of comparable maturity; 

(c) Losses on loans or investments; 

(d) Reserves against losses; and 

(e) If the agency is not paying a return on the Government’s investment, 
interest received on holdings of United States securities up to the amount 
of the Government’s investment. 





Inasmuch as the Small Business Administration is currently pre- 
paring financial reports under the terms of Budget-Treasury Regula- 
tion No. 3, and in connection with the annual budget submissions, 
and these statements furnish the information required by the above 
recommendation, it does not appear that this recommendation has 
any particular merit with respect to the Small Business Administration. 

That completes the comments on the specific recommendations. I 
can finish my statement, which enlarges on our other activities if the 
chairman would like it. 

The CHarRMAN. You can either read it, or we can put it in the 
record. Do you suggest that be done? 

Mr. Enauzs. Yes, sir. 


OTHER COMMENTS 


1. While the report concerns itself primarily with the lending activi- 
ties of the Small Business Administration (and other agencies), other 
functions assigned to the agency are briefly, and not altogether accu- 
rately stated on page 89. Inasmuch as these functions were men- 
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tioned, we should like to restate them in the words of the Small 
Business Act of 1953: 


Sec. 207. The Administration is empowered— 

(a) To make loans to enable small-business concerns to finance plant con- 
struction, conversion, or expansion, including the acquisition of land; or to finance 
the acquisition of equipment, facilities, machinery, supplies, or materials; or to 
supply such concerns with working capital to be used in the manufacture of 
articles, equipment, supplies, or materials for war, defense, or essential civilian 
production or as may be necessary to insure a well-balanced national economy; 
and such loans may be made or effected either directly or in cooperation with 
banks or other lending institutions through agreements to participate on an 
immediate or deferred basis: Provided, however, That the foregoing powers shall 
be subject to the following restrictions and limitations: 

(1) No financial assistance shall be extended pursuant to (a) above unless 
the financial assistance applied for is not otherwise available on reasonable 
terms and all loans made shall be of such sound value or so secured as reason- 
ably to assure repayment; no immediate participation may be purchased 
unless it is shown that a deferred participation is not available; and no loan 
may be made unlss it is shown that a participation is not available; 

(2) No loan shall be extended pursuant to (a) above if the total amount 
outstanding and committed (by participation or otherwise) to the borrower 
from the revolving fund established by this title would exceed $150,000, and 
no loan, including renewals or extensions thereof, may be made for a period 
or periods exceeding ten years, except that any loan made for the purpose of 
constructing industrial facilities may have a maturity of ten years plus such 
additional period as is estimated may be required to complete such con- 
struction; 

(3) In agreements to participate in loans on a deferred basis, such partici- 
pations by the Administration shall not be in excess of 90 per centum of the 
balance of the loan outstanding at the time of disbursement; 

(b) To make such loans as the Administration may determine to be necessary 
or appropriate because of floods or other catastrophes: Provided, That no such 
loan, including renewals and extensions thereof, may be made for a period or periods 
exceeding ten years except that where such loan is for acquisition or construction 
(including acquisition of site therefor) of housing for the personal occupancy of the 
borrower, it may be made for a period not to exceed twenty years; 

(c) To enter into contracts with the United States Government and any de- 
partment, agency, or officer thereof having procurement powers obligating the 
Administration to furnish articles, equipment, supplies, or materials to the 
Government; 

(d) To arrange for the performance of such contracts by negotiating or other- 
wise letting subcontracts to small-business concerns or others for the manufacture, 
supply, or assembly of such articles, equipment, supplies, or materials, or parts 
thereof, or servicing or processing in connection therewith, or such management 
services as may be necessary to enable the Administration to perform such con- 
tracts; and 

(e) To provide technical and managerial aids to small-business concerns, by 
advising and counseling on matters in connection with Government procurement 
and on policies, principles, and practices of good management, including but not 
limited to cost accounting, methods of financing, business insurance, accident 
control, wage incentives and methods engineering, by cooperating and advising 
with voluntary business, professional, educational, and other nonprofit organiza- 
tions, associations, and institutions and with other Federal and State agencies, by 
maintaining a clearinghouse for information concerning the managing, financing, 
and operation of small-business enterprises, by disseminating such information, 
and by such other activities as are deemed appropriate by the Administration. 


2. On page 90, the agency’s portion of participation loans is given 
as $43,948,000. The figure should have read $34,071,000. 

3. We would like to comment on the statements regarding bad 
loans made between December 4, 1953, and March 23, 1954, mentioned 
on page 90 of the report, and particularly the statement that the 
examples mentioned were not the exceptions but ‘unfortunately are 
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representative of much of the lending in which this agency has been 
engaged.” As was testified on March 21 of this year before the Senate 
Small Business Committee, we had on December 31, 1954, only 1 
loan that was more than 30 days delinquent, and 3 additional ones 
that were delinquent less than 30 days. We feel that this record, 
after some 17 months of loan activity, is quite remarkable, especially 
when it is recalled that our statute requires that we cannot make a 
loan at all unless the prospective borrower is unable to obtain credit 
from private sources on reasonable terms. 

4. There was also a statement, on page 90 of the report, that in the 
examination by the task force 
no loans were discovered that directly affected the national defense, which was one 
of the purposes of the Administration. 
As to the portion which we have italicized above, the stated purposes 
of the Congress in creating the Small Business Administration were 
for this Administration to— 
aid, counsel, assist, and protect insofar as is possible the interests of small-business 
concerns in order to preserve free competitive enterprise, to insure that a fair 
proportion of the total purchases and contracts for supplies and services for the 


Government be placed with small-business enterprises, and to maintain and 
strengthen the overall economy of the Nation— 


and to— 


aid and assist victims of floods or other catastrophes (sec. 202 of the Small Business 
Act of 1953). 

We have not as a general practice segregated loans affecting the 
national defense since such segregation is not always possible when 
military production is indirectly aided. However, as a matter of 
interest an analysis of 55 loans approved last year was included in the 
Administration’s first semiannual report to Congress showing 15 loans 
directly involving production for defense. Most of these were ana- 
lyzed by the task force and the defense association should have been 
readily apparent to the investigator. 

5. The statement was made on page 91 of the report that— 
the agency’s functions of ‘‘advice”’ to business are a duplication of Department of 
Commerce activities. 

This is, of course, a very broad criticism and we do not know what 
particular activity is referred to. However, as stated above, the 
declared policy of the Congress was that the Government, in estab- 
lishing the Small Business Administration, would— 
aid, counsel, assist, and protect insofar as is possible the interests of small-business 
concerns * * * 

The counsel and assistance provided to small-business concerns do 
not duplicate functions or activities of any other agency of the Govern- 
ment. The SBA programs are specific and pertain to individual 
small-business concerns that request assistance of the Administration. 

We would like to point out that, in recognizing the potential danger 
of duplication, the Department of Commerce and the Small Business 
Administration entered into an agreement on October 25, 1953, which 
was designed to serve as a guide for the two agencies in the establish- 
ment of working arrangements in order to prevent overlapping or 
duplication of functions. A copy of the agreement is attached. 
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SBA-400 
Cuapter IV. Section 401 


COOPERATIVE WORKING AND CONSULTATION AGREEMENT BETWEEN THE DEPART- 
MENT OF COMMERCE AND THE SMALL BUSINESS ADMINISTRATION 


In planning and execution of programs, studies and general activities, the 
Department of Commerce, charged with representing and servicing the entire 
business community in a broad sense, and the Small Business Administration, 
established as an independent agency for small concerns and directed to provide 
services for them, are confronted with the hazard of duplicating effort and expense 
as well as the problem of presenting a single purpose front to the businessmen of 
the country. In the framework of Administration policy for Government econ- 
omy and mutuality of understanding and program between business and Govern- 
ment, it is appropriate and the desire of the President who is charged by the 
Small Business Act with the general direction and supervision of the Small Business 
Administration that these two agencies consult to cooperate and resolve areas of 
joint and separable activity at the outset. This memorandum is designed to 
point up these areas and serve as a basis for mutual understanding and practical 
operations. The phases of programing mentioned here are not all inclusive but 
will establish a basic pattern for coping with all aspects of the Government’s busi- 
ness services. 

1. By law, direct financial assistance for small business is a service exclusively 
vested in the Small Business Administration. In evaluating applications for loans 
filed with SBA or in areas of financial assistance involving participating loans, 
as well as counseling, SBA will, from time to time, call upon the Department of 
Commerce for such pertinent information as may be available or reasonably 
obtainable. 

2. By delegation under authority of law, the responsibility is vested in the 
Department of Commerce for administering such direction over the use of materials 
as may be necessary to support the national defense program. In the develop- 
ment of basic policy for carrying out this responsibility, the Department of 
Commerce will consult with SBA, with respect to the impact of Commerce policies 
and proposed policies on the operation and the competitive position of small 
concerns. 

3. The promotion of and the providing of broad information concerning export 
and import trade appears well defined as a responsibility of the Bureau of Foreign 
Commerce in the Department of Commerce. Full cooperative service will be 
accorded SBA in any specific inquiry in these areas. 

4. Long established relationships between the Department of Commerce and 
public and private organizations devoted to research, experimentation, and dis- 
semination of information in the field of technological advancement, establishes 
it as the expert clearinghouse in this professional field. Extensive files of tech- 
nical inquiries and resulting professional advice to industry are available in the 
Office of Technical Services, Business and Defense Services Administration, 
Department of Commerce. A vast reservoir of scientific and technological data, 
counseling and services is available through cooperative arrangements and pro- 
grams in being and now being broadened between the Department and technical 
branches of the universities of the country and through the staff of the Office of 
Technical Services, BDSA, which currently provide the entire domestic business 
community with a wide variety of scientific, engineering, and production counsel- 
ing, and in cooperating with the Foreign Operations Adminstration, offer the same 
service abroad. 

To the extent that these services and data can be effective in programs carried on 
by SBA, the Office of Technical Services staff will cooperate with SBA, Such 
material for publication which can be developed from OTS files or through its 
cooperative study and research will be published by the Department for use by 
SBA upon request, on a reimbursable or operating fund basis, where necessary. 

5. Statistical data assembled by the Bureau ot the Census will undoubtedly be 
required as basic data for numerous studies and evaluations by the SBA. Direct 
contact between SBA and the Director of the Census Bureau is invited concerning 
the availability and use of proposed or existing data. 

When it appears to SBA that existing economic or statistical data will not ful- 
fil its requirements, proposals for the collection of new data should be discussed 
with the Director of the Bureau of the Census and the Administrator of the BDSA 
to explore obtaining the data from other existing sources. 
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6. As a part of the continuing program of the BDSA industry studies and re- 
ports ot general and specific character will be conducted and produced. In the 
preliminary planning for such undertakings the BDSA will consult SBA tor the 
purpose of making such studies and reports useful to the small enterprise segments 
of the industry. Consistent with this cooperative policy and to eliminate dupli- 
cation, the SBA will consult with the BDSA prior to the initiation of special studies 
to determine whether appropriate data and information are available or can be 
assembled more expeditiously by organizational units of the Department. 

7. Industry advisory committees constitute an important link in communica- 
tion between the BDSA and industry. To the extent that SBA finds it desirable 
and useful to confer with representatives of separate industry segments of the 
economy, mutual relationships will be improved if a single channel ot communica- 
tion is utilized. To this end, the Administrator of the BDSA will, in appropriate 
cases, arrange for representation ot SBA at meetings with the Department’s 
industry committees, provide for the development through such committees of 
such special task forces as may appear necessary and proper, and make available 
to SBA information and data relating to discussions and recommendations of such 
committees. 

8. Basic distribution studies, specific market analyses, and the development and 
dissemination of information on market location, characteristics, and potentials 
are a continuing function of the Department of Commerce. Reports and other 
materials in these areas will be made avaiiabie to SBA upon request. The de- 
velopment of publications concerning market techniques, market survey methods, 
new product promotion and other subjects will be considered, and joint distribu- 
tion and sharing of costs where appropriate will be undertaken. 

9. In addition to the above-described coordination with BDSA, the expert 
services and specialized data assembled by the Office of Business Economics, the 
Bureau of Standards, and the Patent Office, will be made available to SBA, upoa 
request. 

10. Information and data assembled by SBA on Government procurement, 
financial services, small business production pools, inventories of productive 
facilities and in other areas affecting small business will be made available to the 
Department, upon request. 

11. The business community should and will expect a unified system for 
providing such services as are appropriate to Government at the local level. 
It is proposed, therefore, that in cities in which the Department of Commerce 
and SBA have separate field offices, to locate them, where feasible, in adjacent 
office quarters in order that visiting businessmen can be adequately and efficiently 
served at the one point of their contact. 

To facilitate cooperation between the Department of Commerce and the Small 
Business Administration, in addition to appropriate direct contact between the 
Secretary or the Assistant Secretary for Domestic Affairs and the Small Business 
Administrator, the Secretary and the Small Business Administrator will each 
appoint a liaison officer who will serve to minimize points of contact and regularize 
arrangements between the two agencies in order to effectuate the provisions of 
this memorandum. 

Wiiuram D. MITCHELL, 
Administrator, Small Business Administration. 
Approved October 26, 1953. 
SrincLtark WEEKS, 
Secretary, Commerce Department. 

The CHarrMaNn. Are there any questions? 

Mr. Brown. Yes; I want to ask 2 or 3 questions. 

Now, first of all, do you object to being brought under this Corpora- 
tion Control Act and being audited by the General Accounting Office? 

Mr. Enatzs. No, sir. 

Mr. Brown. You don’t object too strongly to that? 

Mr. Enauss. We are already being audited. 

Mr. Brown. I know, but when did you start that accounting? 
That was by law, wasn’t it? 

Mr. Enetes. The Comptroller General, under date of May 6, 1954, 
advised us 

Mr. Brown. That was after the task force was in consultation 
with you, wasn’t it? 
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Mr. Enauzs. I believe it was. 
Mr. Brown. You would be surprised how many things, Mr. 
Chairman, have been checked or ameliorated after the task force, or 
some investigator—and I think Mr. Pincus worked with the first 
Commission—after they called attention to it, the agencies would 
voluntarily do a lot of these things. 

Under (6), there, it will be continued for another 2 years—you 
don’t object to that. Mr. Barnes recommended that? 

Mr. EnGLEs. Yes, sir. 

Mr. Brown. So the Commission is not too far on that. I think 
Mr. Barnes and the task force talked that over. 

Mr. Enauzs. I am not sure about that. 

Mr. Brown. No. 2 (c), that in the meantime it should charge ex- 
seen to earn its operating expenses and pay interest to the Treasury. 

ou say you are doing most of that. 

Mr. Enotes. We are paying interest to the Treasury. That is 
under the act, but we are not charging interest sufficient to pay the 
operating costs. 

Mr. Brown. Well, to earn its operating expenses now, of course, the 
Government Corporation Control Act requires a little more careful 
auditing by the General Accounting Office, doesn’t it? When you say 
that under the Government Corporation Control Act you would get a 
more comprehensive audit, you don’t object to that, do you? 

Mr. Enauzs. No, sir, we have no objection to that. 

Mr. Brown. We will go over to 44. That is all a question of inter- 
pretation, isn’t it? You don’t object to that? 

Mr. Enauss. As I have explained, we would have to charge a very 
large interest rate to make our operating expenses. You see, our loans 
are all small loans. 

Mr. Brown. If the administrative expense applies only to loans 
that are granted, as I interpret it, then that is not bad, is it? 

Mr. Enaues. What I am trying to say is that I just don’t believe 
that in an operation of this sort, of the Small Business Administration, 
we can make expenses on an interest rate, on an interest charge suffi- 
cient to do that, because they are small loans. 

Mr. Brown. Just to cover the cost of the interest on the loans, plus 
the cost of processing the loans that are made; you don’t think you 
can do that? 

Mr. Enauss. No, sir. 

Mr. Brown. Thatis your opinion. That is something that Congress 
will have to determine whether you should or shouldn’t. 

First let’s go back to the different interpretations of the Small Busi- 
ness Administration item up here. That was furnished by your group. 

Now, that could have been divided, couldn’t it, as to what you 
actually spent on loans, and what you spent on other service? 

Mr. Enauzs. Oh, yes. 

Mr. Brown. Then if it was, the task force should have reported it 
to the Commission in divided form, and whether they did or didn’t, 
I don’t know. 

But on the principal recommendation that applies to your Bureau, 
there wasn’t too much difference of opinion on 39? 

Mr. Enctes. Except the interest rates. 

Mr. Brown. You mean 39 (c)? 
Mr. Enauzs. Yes. 
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Mr. Brown. Out of the three portions of the recommendation—let 
me find that—division (c) is the only one that you object to? 

Mr. Enaues, Well, 44 

Mr. Brown. That is general for all agencies. 

Mr. Enates. That applies to all. 

Mr. Brown. And of course again you have to determine whether it 
is a matter of subsidy, as Congress will, whether that should be exempt 
from the provisions of general lending agencies. 

Mr. Enauss. Right. 

Mr. Brown. But will you agree on No. 44 this far, that as a general 
objective for all lending agencies of the Government where the people’s 
money is being put out, that that should be done? 

Mr. Enctes. Yes, sir. 

Mr. Brown. Then you think it would be good for all lending agen- 
cies with the possible exception of the Small Business Administration— 
and that would be determined to a great extent on the interpretation 
of the recommendation; is that correct? 

Mr. Enauss. Yes, sir. 

Mr. Brown. I think that sort of gets the meaning in mind. 

The CHairRMAN. Just to keep the record clear, on page 234 of the task 
force report on the financial data, they did break down this $3,775,000 
for the benefit of the Commission. 

Mr. Brown. What page is that? 

The CHAIRMAN. On page 234. 

Mr. Brown. I don’t have quite as large a staff as the chairman to 
look these things up at the moment. 

The CuarrMAN. The staff is only interested in 

Mr. Brown. I would appreciate it if the chairman would give me a 
part of the staff. 

The CuHarrMan. I will put any member at your disposal at any 
time. 

Mr. Brown. That is fine. I will avail myself of it undoubtedly, 
but I will pick him myself. 

Mr. Pincus has pointed out that it was mistakenly transposed in 
the Commission Report. This is the appropriation charged against 
the revolving fund. The balance of $2,200,000 is now appropriated 
for the expense of all other programs such as procurement system, 
production system, and so forth. 

The Cuarrman. Mr. Jonas. 

Mr. Jonas. I want to ask Mr. Engles a question that is not exactly 
pertinent to any of the recommendations, but is more of a general 
nature. 

I had understood that SBA loans will not be made to pay off 
existing indebtedness which is not secured. 

Mr. Enatues. Well, I wouldn’t say that is a general rule, Mr. Jonas. 
We have refinanced some unsecured debts. 

Mr. Jonas. I know you have. I am going to come to that in a 
minute. 

Hasn’t SBA stated in writing, in outlining its loan policy, that 
loans will not be made to discharge existing indebtedness which is 
unsecured? 

Mr. Eneues. Where the unsecured debtor is liable to sustain a loss. 

Now, we wouldn’t, for instance, go in and bail out a bank that had 
an unsecured loan, and it looked like they had a loss there. 
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Mr. Jonas. Do you have before you the task force report? Would 
you turn to page 76, and look at the list of 10 sample loans found by 
the task force in which any number of unsecured bank loans were 
paid off out of the money? 

Mr. Enaues. Well, I had a study made of those particular loans. 
I have had an analysis made. I would be glad to put that in the 
record. 

Mr. Jonas. Well, just answer me this question: Were those loans 
made? Were the facts as stated by the task force correct? 

For example, it is stated that on December 4, 1953, SBA made a 
guaranty of 80 percent of a $100,000 loan, out of which a $20,000 
unsecured loan owed to a bank, which participated in this new loan, 
was discharged. 

Mr. Eneates. Our loan, Mr. Jonas, was a 90-percent deferred 
participation, and a $100,000 working capital loan. The proceeds 
were not used to pay off the bank, it was a $100,000 working capital 
loan. 

Mr. Jonas. Well, the task force report states, and I quote: 

Out of the $100,000 loan, the borrower proposed to repay a $20,000 unsecured 
loan owed to the same bank, and proposed to pay $15,000 of other obligations. 
In addition to these debts, the borrower owed $24,000 to 2 of its 3 owners. The 
terms of the guaranty do not require the borrower to defer payments on the 


$24,000 debt or on the $7,200 annual salary proposed to be paid to each of the 
3 owners. 


That latter sentence is not particularly important to the inquiry 
I am now making, but I am directing it to the proposal to pay off 
$20,000 of an unsecured debt due the bank. 

Mr. Enauzs. Mr. Jonas, I had the wrong case. Let me strike the 


first answer. 

Mr. Jonas. That is all right with me. 

Mr. Enauzs. The case you are talking about was a $100,000 loan, 
and the proceeds were used, $20,000 to retire a short term bank loan, 
and $80,000 for working capital. There was a 20-percent bank 
participation in that loan, so the banks came in with us for the same 
amount they got paid off, and they actually didn’t receive any 
liquidation at all. 

Mr. Jonas. But they received payment of their unsecured note. 

Mr. Enauss. Well, they received payment for their unsecured note, 
and came back in with us on the secured basis, on the term basis. 

Mr. Jonas. You took a mortgage on the property, didn’t you? 

Mr. Eneuzs. That is correct. 

Mr. Jonas. So the bank’s position was changed from that of an 
unsecured creditor to the extent of $20,000 to participation with SBA 
in a secured loan. 

Mr. Eneauzs. I don’t think the bank was going to lose any money 
on their unsecured loan in this case. The bank’s loan was endorsed 
by the stockholders. It wasn’t our opinion that the bank was in 
any danger to take a loss on the $20,000 loan. 

Mr. Jonas. Well, if the bank had to resort to the endorsers, it 
would not be collecting out of the borrower. 

Mr. Enauses. Well, at any rate, the bank came in with us on a 
secured basis on a term loan. The bank was exchanging a demand 
note, a 90-day note, unsecured, of course, by coming in with us on a 
$100,000 loan on a term basis. 
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Mr. Jonas. May I ask this. I know we don’t have time to go 
into all those cases, and I don’t intend to, but have you examined the 
10 instances cited? 

Mr. Enauzs. Yes, sir. 

Mr. Jonas. And are you satisfied that in each of the loans men- 
tioned there, the SBA adhered to its stated policy? 

Mr. Eneurs. That is correct. I have had that study brought up 
to date on those loans. Now, you see, those loans were made in 
December. The task force was in there from December of 1953 to 
March of 1954, and of course I was very much disturbed when I read 
that the task force said that bad loans were the rule rather than the 
exception, so I had a study made of these loans which I want to put 
in the record. 

As of right now, of those loans listed there by the task force there 
is only one delinquency, and that delinquency is on a loan up in 
Alaska. There is bank participation in that, and the bank expects 
the delinquency to be cured very shortly. 

Mr. Jonas. Will you state for the record the ratio of delinquencies 
as of today? 

Mr. Eneuszs. As a matter of fact, I would like to put in the record, 
also, a list of the loans that are delinquent. 

The CuarrMaNn. If there is no objection, we will receive it at this 

oint. 
* (The list of business loan delinquencies as of May 25, 1955, reads 
as follows:) 


Business loan delinquencies as of May 25, 1955—Loans delinquent more than 
60 days 


SUMMARY 





| Number | Amount 























‘ : | 
i cananidanus anand edeelkade damabasmedtinls aia t ihn 3 $78, 118. 97 
POI, Bond inde an tek se- cubated tcacsaesck Lhe Ghee eee iacagew weet 9 | 69, 588. 43 
remem eames PEELE PP 4 
Pi Etncakavo>dpbtaadedneneweinieancninteeeee pendaeemiaamenensmmie’ 12 | 147, 707. 40 
DIRECT LOANS 
i | Amount of | Loan 
Borrower | delinquency | _ balance 
Richmond: i | 
Parkersburg Die & Tool Co_.....-.....-.----------- : $6, 000. 00 | $57, 001. 15 
No change. Applicant is expecting ‘settlement from the N: avy of | 
$400,000. 
William J. Hunt Manufacturing Co. ..............--...---.-.-.------.- 10, 721. 57 | 10, 721. 57 
Regional office has requested authority to carry ‘this amount past | 
due until June 30, as moneys now in collateral account (from assigned | | 
contracts) and from invoices outstanding will liquidate the balance | | 
by that time. | 
Los Angeles: 
Resdel Engineering Corp--_---..-----.----- eae dhibeinahsoddescatie’ 61, 397. 40 61, 397. 40 


Loan matured Feb. 17, 1955. Collateral appears adequate. 
Portion of cash collateral funds being retained. Balance of loan 
expected about October 1955, from funds withheld on assigned 
contracts. | 
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Business loan delinquencies as of May 25, 1955—Loans delinquent more than 
60 days—Continued 


PARTICIPATION LOANS 


Z Amount of Loan 
Borrower delinquency balance 





Atlanta: 
Tower Contracting Co $1, 788. 11 $21, 432. 29 
Regional office advises borrower is selling out. No detailed report 
received as yet. 
Cleveland: 
1, 000. 00 
Negotiations are stated to be under way for a relative of borrower 
to buy into business or take over business. 
Dallas: 
Boyle Knitting Mills 
Regional office reeommended SBA apes its share of partici oa 
tion and allow bank to foreclose. Office of General Counsel 
requested additional information regarding bank’s handling of a 
lateral before recommending on SBA purchase. 
Denver: 
The Pitt Timber Co- ---_- : = y 12, 865. 73 
February installment “paid ‘on “May 7. Bank advises borrower 
plans on being able to make the March and April payments by the 
: end of May and the May payment shortly afterward. 
Jenver: 
San Juan Concrete Products Co 
Borrower expects a cash settlement from his father’s estate of ap- 
proximately $24,000 by November. (Problem loan report will be 
received shortly.) 
Sure-Seal Corp , 414. 136, 183. 12 
In receivership. No loss expected. Balance $226,971.86.) 
Seattle: 
Anchorage Installation , 000. 53, 000. 00 
Bank reported it hopes to have loan current by June 1, 1955. 
Thor Hofstad , 000. 20, 000. 00 
Bank reports payment of interest to May 9, 1955, from 1st proceeds 
of boat charter of 1 of borrower’s vessels. 
Thompson Lumber Co , 050. 100, 000. 00 
egional office states bank has failed to confirm a telephone report 


of a substantial collection previously mentioned in its reporrt. 
i 


Letter sent to bank seeking clarification, 


1 SBA share $136,183.12. 


Mr. Enates. There is one other thing, Mr. Jonas. The task force 
reported that during their examination, no loans were discovered that 
directly affected the national defense. 

Now, during that period we had made at least 15 loans directly 
involved in production for defense, and I have a list of those loans 
which I would like to put in the record if you would like to have them. 

Mr. Brown. Did you furnish that information? Did the task 
force have that information? 

Mr. Enates. Of course we didn’t know what the task force was 
looking for, except to audit the agency, but we gave them the files 
on every loan we had processed. 

Mr. Brown. The task force sat down with you on these things, or 
with other representatives of the agency? 

Mr. Enaues. I met the young man on the task force. He never 
asked me a single question about any of the loans. We made all the 
files available to him. 

Mr. Brown. Was this in your file at the time? 

Mr. Encugs. Yes, sir; it was. 

Mr. Jonas. You didn’t have the compiled figures that you now 
propose to put in the record? 

Mr. Enatss. I didn’t have them because I didn’t know just 
exactly what he was going to say. 

Mr. Jonas. I understand, but you didn’t bave the d sumen’ hat 
Mr. Brown refers to? 
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Mr. Enauss. I gave him each loan file covering each loan we made. 

Mr. Jonas. But in order to determine whether you had made any 
loans in defense-supporting activities, he would have had to get that 
information out of each individual file? 

Mr. Eneuss. He had the files. 

Mr. Jonas. How many files are there? 

Mr. Enatss. In this particular case, for this period, there were 
15 loans involved. 

Mr. Jonas. I mean what is the total number of files he would have 
had to examine to get that information? 

Mr. Eneuss. I would have to find out how many loans we had 
acted on at that time. 

Mr. Jonas. Well, about how many loans had been made up until 
that time? 

Mr. Encues. I don’t know. That was last March. I don’t 
recall. 

Mr. Jonas. Well, you must have an idea. How many have been 
made now? 

Mr. Enates. Over 1,500. 

Mr. Brown. And that is 15 loans—1 percent? 

Mr. EncGuss. 15 loans as of March of 1954. 

Mr. Brown. I am terribly interested in this task force thing. 
Did not this task force have the understanding with the Commission 
that after they had more or less completed the survey they would 
discuss this problem with you? 

Mr. Eneues. No, sir; not with me. 

Mr. Brown. They did with some official? 

Mr. Enates. I am not certain they discussed it with anyone. 

Mr. Brown. That has been the custom, that generally if they 
found something they went back, because many of those things should 
be corrected by administrative order. In case after case, the task 
force did discuss the particular problems that arose with the officials. 

The Cuarrman. Thank you very much for your testimony. It was 
most helpful. 

Will you identify yourself for the record and proceed, Mr. Esgate. 

Mr. Eseate. Mr. Chairman, my name is Arthur T. Esgate, Acting 
Governor of the Farm Credit Administration. I am appearing here 
in place of Governor Tootell, who is necessarily absent from the city 
on official business. Also here are John C. Bagwell, General Counsel; 
Harold A. Miles, Deputy Governor and Director of Short-term 
Credit Service. We also have present Ralph E. Nowlan, Deputy 
Director, Land Bank Service, and Bernard F. Viehmann, Deputy 
Director of the Cooperative Bank Service, Farm Credit Administra- 
tion. 

I have a statement giving the views of the Farm Credit Adminis- 
tration in respect to the recommendations made by the Commission 
on Organization of the Executive Branch of the Government. 

With your permission I would like to ask Mr. Bagwell to present 
that statement. 

The CuatrMan. First I want to acknowledge the presence of a 
group of 4-H Club members. They are having a convention here, a 
national convention, here in Washington. We are very pleased to 
have them with us. 

You may proceed, sir. 
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STATEMENT OF ARTHUR T. ESGATE, ACTING GOVERNOR, FARM 
CREDIT ADMINISTRATION, BY JOHN C, BAGWELL, GENERAL 
COUNSEL, FARM CREDIT ADMINISTRATION 


Mr. Baewetu. Mr. Chairman and gentlemen of the committee, on 
April 10, 1955, the Farm Credit Administration submitted to the 
Bureau of the Budget a statement of its views on the recommendations 
in the report of the Commission on Organization of the Executive 
Branch of the Government on lending agencies. These views were 
approved by the Federal Farm Credit Board which has the responsi- 
bility for the direction, supervision, and control of the activities of 
the Farm Credit Administration. 

A limited number of copies of this statement was furnished to the 
chairman of this committee on June 9, 1955. The views of the Farm 
Credit Administration were limited to those recommendations of the 
Commission dealing with organizations under the supervision of the 
Farm Credit Administration. 

With your permission, Mr. Chairman, I would like to summarize 
the comments of the Farm Credit Administration on each of the Com- 
mission’s recommendations. 


BANKS FOR COOPERATIVES 


Recommendation No. 22 (p. 53): 


That the acquisition of stock in the banks for cooperatives by their borrowers 
be accelerated. 

Legislation is now before the Congress (H. R. 5168 and S. 1286) 
which, if enacted, would permit the banks to accomplish this objective. 
This legislation was recommended by the Farm Credit Administration 
in the early part of this session and we are hopeful that it will be en- 
acted before this session ends. 

Mr. Brown. You have no objection to that recommendation? 

Mr. BaGwe.u. No, sir; we do not. 

Recommendation No. 23 (p. 53): 

That the banks for cooperatives be required to place their holdings of United 
States securities in the Treasury in return for a non-interest-bearing credit. 

Enactment of the legislation referred to above would permit the 
banks to retire, over a period of years, all Government capital in them. 
However, as long as they have Government capital in them the banks 
pay a franchise tax for the use of that money. Under these circum- 
stances, the banks should be permitted to invest their funds in accord- 
ance with good banking practice. 

Mr. Brown. May I interrupt. I am going to try to cooperate to 
save time. Does the franchise tax equal what the Government pays 
for its money? 

Mr. Baewe.u. No, sir. 

Mr. Brown. What is the franchise tax? 

Mr. Baawe tut. The franchise tax is 25 percent of the net savings 
of the bank but not to exceed a rate of return on the Government 
capital equal to the average cost of money to the Government. 

Mr. Brown. And how does it actually run? How much is it? 
What is the actual figure? One percent, 2 percent, on the money 
loaned? 
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Mr. Baewe t. For the fiscal year 1954, it was a little less than 
three-quarters of 1 percent. 

Mr. Brown. Now, do you feel that any agency of the Government 
that is loaned the credit of the Government without paying the full 
interest on the money—that is, that the Government has to pay too; 
I mean matching that—should be permitted to own Government 
bonds and draw full interest on them? 

In other words, to invest the money that is advanced by the Treas- 
ury in Government bonds and collect the interest without paying 
back to the Treasury the full amount? 

Mr. BaGweE tut. Yes, sir; we feel that the farm credit institutions 
should be permitted to invest in Government bonds because it doesn’t 
cost the Government any more interest than it would otherwise pay. 

Mr. Brown. But instead of paying off the money to the Treasury 
you ought to be permitted to invest in Government bonds? 

Do you think that is good government or good sense? 

Mr. Bacwe.u. We think that is necessary in order to operate the 
sound credit system which Congress intended. 

Mr. Brown. Why do you think, if you have that credit in the 
Treasury—why do you think—— 

Mr. Bacwe tt. If I may read on, I believe we cover that point in 
our statement here. These Government securities provide a quick 
source of cash and thus make it possible for the banks to carry smaller 
cash balances. 

These securities are particularly important as a basis for borrowing 
from commercial banks and from the investing public through the 
sale of debentures. Since enactment in August 1954 of legislation 
authorizing the banks to issue consolidated debentures, the banks 
will be relying more upon investors for their lending funds. 

These consolidated debentures are not guaranteed in any way by 
the Government and ownership of Government securities is particu- 
larly important to gain acceptance of the debentures in the investment 
markets. 

This was recognized in the law authorizing the issuance of the de- 
bentures as the law requires that they be secured by, among other 
assets, ‘‘direct obligations of the United States.’’ Moreover, the 
Commission’s report (footnote, p. 107) recognizes the value of such 
investments to certain enterprises and we believe they are equally 
important in the financial operation of the banks. 

Mr. Brown. That philosophy, of course, I do not think any reason- 
able person can agree with, that the Government advance you credit, 
the Government advance you money that they have to go out and 
borrow, because that has been the exact status of things. And then 
you turn around and, instead of using that money for the purpose it 
was granted for you invest it in Government bonds and draw the 
interest on it and not return that same amount of interest to the 
Treasury. 

Isn’t 1t enough for the Government to lend you its credit, to give 
you its financial support? Certainly shouldn’t the taxpayer have 
back the interest on the debt? That is a great thing. If I lend you 
money without any charge to you for you to buy a house, and instead 
of buying the house you don’t need it all for that, so you just invest 
part of that money— instead of paying me back you invest part of 
that money in my corporation and take the stock interest as a profit. 
64865—55——12 
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Do you think that is a good deal or a fair deal? 

Mr. BaaGwe.u. We do not regard—— 

Mr. Brown. I know you don’t. That is all right. I don’t want 
to belabor this, Mr. Chairman. But that is the actual situation in 
many agencies of the Government. The Government will lend its 
credit; Congress will order its credit extended maybe for $300 million; 
and the agency will only need $50 million of it. And they invest the 
other $250 million in Government bonds. And the Government pays 
interest on the credit extended to them. And I just don’t think it is 
quite fair to either the Government or the taxpayer. 

Mr. Baewe.u. We have a comment on that in connection with a 
later recommendation. 

Recommendation No. 29 (p. 58): 

That (a) the $150 million stock in the banks for cooperatives held by the 
Agricultural Marketing Act revolving fund be returned to the Treasury for future 
redemption by those banks, and (b) the remaining assets and the liabilities of 
the fund be turned over to the Treasury for liquidation. 

The banks were established by the Congress to render a specialized 
credit service to farmers through their cooperative associations. An 
adequate revolving fund is necessary to give assurance that these 
banks will be able to render this service regardless of economic 
developments. 

The legislation now under consideration by the Congress would 
accelerate the acquisition of stock in the banks by the cooperatives 
and the retirement of Government capital, an objective the Commis- 
sion desires. We believe that this objective will be accomplished 
much more rapidly if the borrowing associations know that adequate 
funds remain available for reinvestment by the Government if condi- 
tions justify such action. 

Mr. Brown. In other words, you sort of agree with the objective, 
but you don’t want to do it too fast? 

Mr. BaGweE tu. Yes, sir. We would like to see, the revolving fund 
remain for emergency use if conditions require it. 

Mr. Brown. But if it is not being used and you can turn to the 
Treasury in an emergency, then shouldn’t the Treasury have that 
money instead of paying interest? 

Mr. Bacwe.u. Well 

Mr. Brown. If you know you can go get it when you need it, 
shouldn’t Congress give consideration to creating such a situation 
instead of having the revolving fund and the Treasury be out of the 
money, because you can in time of need draw on the Treasury up to 
a certain amount. 

In other words, you have a line of credit with the Treasury. 

Mr. Bacwe.u. We believe this money ought to go back into the 
revolving fund as the Government stock is retired. 

Mr. Brown. There is not too much difference between us in opinion, 
I guess. 

PRODUCTION CREDIT CORPORATIONS 


Recommendation No. 24 (p. 55): 


That the 143 production credit associations, in which the production credit 
corporations own stock, be prohibited from paying dividends to their stock 
holders until all Federal capital has been repaid. 
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Mr. Bacwe.u. Mr. Chairman, that figure of 143 is 83 today; 
only 83 associations have any Government capital in them. 

Mr. Brown. They are gradually retiring the Government capital 
which, of course, is an objective Congress and the Commission both 
want, or pointed up. 

Mr. Baewe tt. That is correct. 

The associations cannot under existing law pay dividends without 
the approval of the production credit corporation and it is the policy 
of the Farm Credit Administration not to permit the payment of 
dividends by any association in which the production credit corpora- 
tion owns stock. 

Mr. Brown. Let me ask you this question quickly: Are any of 
them actually paying? You say it is the policy not to do it. But 
are any of them doing it? 

Mr. BaGwe.u. Not today; no, sir. 

Mr. Brown. Then if they are not, Mr. Chairman, there is no need 
that I know of for this particular recommendation. Evidently it 
has been based on some information that has been given out. Perhaps 
a misunderstanding. Idon’t know. But if that is the fact, then there 
is no reason why this recommendation should be in there. 

How long has that been the policy? 

Mr. BaGweEL.ut. Seven or eight years. 

Mr. Brown. Long before the Hoover Commission was created? 

Mr. BaGwe... Yes, sir. 

Mr. Brown. Then there is no reason for that. 

Mr. BaGwe.i. Recommendation No. 25 (p. 55): 

That the production credit corporations be liquidated and that pending liqui- 

dation they deliver their holdings of Governmént bonds (which amounted to 
$41,809,000 on June 30, 1954) to the Treasury in return for non-interest-bearing 
credits. 
* The legislation now before the Congress would authorize the pro- 
duction credit associations to purchase the production credit corpora- 
tions and retire the Government capital in the corporations over a 
period of not more than 10 years. 

This legislation would also require the associations to assume the 
cost of their supervision by these corporations over a period of not 
to exceed 13 years. If this legislation is enacted, the corporations 
would over a period of years become self-supporting, in keeping with 
the general objective of the Commission. 

The production credit corporations were established to organize, 
capitalize, and supervise the production credit associations which 
make short-term loans to farmers and ranchers. 

The primary function of the corporations today is one of supervision. 
We believe that the continued performance of these supervisory 
functions is essential to the growth and development of the production 
credit associations and to their continued service to agriculture. 

We believe that this job of supervision can best be done by the 
corporations. The suggestion that the associations be supervised by 
the Federal intermediate credit banks seems to us unsound. These 
banks are essentially banks of discount and should not be called upon 
to supervise the associations for whom they discount agricultural 
paper. 

Since the credit banks obtain most of their lending funds through 
the sale of debentures to the public (which are not guaranteed in any 
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respect by the Government), it is essential to the continued favorable 
acceptance of these debentures that the paper securing them be 
analyzed objectively. 

It would be difficult for the credit banks to do this effectively if 
they have concurrent responsibility for supervising the management 
of and prescribing loan policies for the institutions discounting with 
them. 

Until such time as the associations assume the cost of their super- 
vision, the corporations must rely on their present source of income to 
meet expenses. Since the corporations are not lending institutions, 
this income is derived principally from investments in Government 
bonds. 

Mr. Brown. Now, did this money that they have come from the 
Federal Treasury as a sort of a grant or loan or extension of credit? 

Mr. BaGwe.u. It came as an investment in the stock of the 
corporation. 

Mr. Brown. I mean does the Government get a return on that 
loan that they made? 

Mr. BaGwe.u. No, sir. 

Mr. Brown. In other words, you are taking the Government’s 
money, this bank, investing it in Federal bonds, and using that to 
meet your expenses? 

Mr. Baewe tu. That is correct. 

Mr. Brown. And, of course, that is one of the principles that many 
of us just do not believe in, that if you do not need the money, it 
ought to be returned to the Treasury. We ought not to pay interest 
on the money that the Federal Government loans you, the taxpayers’ 
money that we let you have in order to operate this thing. 

Mr. Baawetu. As the statement points out, Mr. “Brown, the 
Corporation is not a lending institution. 

Mr. Brown. Well, don’t you think it is a hidden subsidy to say 
the least? Wouldn’t it be much better if you need this organization 
or corporation supervised as you say here, that Congress just appro- 
priate the expense rather than give you a lot of Government money 
that we have had to go out and borrow and add it to our national 
debt, and then pay you interest after you invest it in Government 
bonds? 

Mr. BaGwe tu. We believe it would be better to handle it as pro- 
posed in our legislation which provides for the production credit 
associations’ purchasing the stock in the Corporation and using that 
money to retire the Government stock. 

Mr. Brown. And repay the Government. 

Mr. BaGwe... Yes. 

Mr. Brown. I want to congratulate you on that. I think that is 
what the Hoover Commission is driving at in this recommendation. 

Mr. Baewe tu. I think we are in agreement on the objective. 

Mr. Brown. That is fine. I couldn’t understand why you would 
oppose that. That is fine. 

Mr. Baewe.u. Withdrawal of the bonds and substitution of non- 
interest-bearing credits would deprive the corporations of practically 
all of their income and rapidly deplete their accumulated surplus. 

Moreover, it is also necessary for the corporations to have resources 
in readily available form to provide supplemental capital to the 
associations in order to maintain sound credit service and meet emer- 
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gency conditions. Thus, holdings of Government bonds lend strength 
to the entire production credit system. 

Mr. Brown. As I understand you, you want to get this over into 
stockownership and pay off the Government as soon as you can? 

Mr. Baewe tu. That is correct. Our comments here are based on 
the assumption that it will take some 10 years or so to do that job. 

Mr. Brown. Perhaps it might be done a little earlier, I hope. 
And I suppose you do too. 

Mr. Bacwe tu. Well, that is the maximum provided in the bill. 
They are permitted to do it in a shorter period. 

Mr. Brown. Again that is a matter that Congress will have to 
pass on. 

Mr. Baewetu. That is right. 

Mr. Brown. But you do not disagree with the objective of this 
recommendation, then, do you? 

Mr. Baawe.u. We would like to see all the Government capital 
removed from the corporations. 

Mr. Brown. I think most farmers would, to be honest with you. 
I happen to be a farmer myself. I have probably displayed that in 
my questioning. 

Mr. BaaweE.u. Recommendation No. 26 (p. 56): 

That in order to effect mutualization, the Federal intermediate credit banks 
charge a premium on loans to facilitate the acquisition of their stock by their 
borrowers. 

The Farm Credit Act of 1953 directs the Federal Farm Credit 
Board to recommend to the Congress means for the retirement of 
Government capital in the Federal intermediate credit banks, among 
others. The Federal Board is now studying this problem and will 
submit to the Congress, as soon as possible, a legislative plan to con- 
vert the credit banks to user ownership. 

Such “mutualization” cannot be accomplished by merely charging 
a “premium” on loans. Existing law does not permit any borrower 
to acquire capital stock in the credit banks. 

Mr. Brown. Let me inquire here: Of course, it was necessary to do 
so to carry out this recommendation. And the Congress deemed 
it wise to do so, or the law could be changed, couldn’t it? 

Mr. Bacwetu. Yes. And we are going to propose that it be 
changed as soon as the Federal Board completes its study. 

Mr. Brown. In other words, you perhaps—and I don’t want to 
put words in your mouth—but you are perhaps thinking something 
about the experience that we had with the farm land bank. You 
know there that there was a charge made that to help pay that off. 
The farmers now own it, the users of the farm land bank own it. 

Mr. BaGwe.u. We hope that in the not too distant future we are 
able to get all Government money out of the other institutions as it 
has been possible to do in the land banks. 

Mr. Brown. I think the experience that the Government had with 
that probably inspired this. Then we are not in too much disagree- 
ment there. 

Mr. Baewe tu. That is right. 

Recommendation No. 27 (p. 56): 

That the United States securities held by the Federal intermediate credit banks 
(amounting to $50,208,000 on June 30, 1954), be turned over to the Treasury either 


(a) to reduce the Treasury’s investment in the banks by that amount or (6) in 
return for non-interest-bearing certificates of indebtedness of the United States 
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The ability of the Federal intermediate credit banks to serve 
agriculture would be seriously impaired if this recommendation were 
followed. If the Government securities were merely surrendered in 
retirement of capital stock, the banks would be unable to borrow 
sufficient funds to finance the volume of agricultural credit which 
they are now called upon to supply. 

Under present law, a credit bank may not have obligations out- 
standing in an amount exceeding 10 times its surplus and paid-in 
capital. If the capital of the banks were now reduced by $50 million, 
as recommended by the Commission in item (a) above, the banks 
would be forced to curtail drastically their operations as they would 
be unable to maintain their present Ewad of borrowings. 

If the Government securities were surrendered in exchange for 
non-interest-bearing certificates of indebtedness, the net worth (capital 
structure) of the banks would not change but readily marketable 
securities would be replaced by securities of uncertain marketability. 

Mr. Brown. Well, now, just a moment. Don’t you think even a 
non-interest-bearing certificate of indebtedness of the United States 
Government—don’t you think you could go out and borrow on that? 
You might have to pay the interest yourself instead of getting the 
interest from the taxpayers. Don’t you think you could borrow on 
that just as good as if you knew the Government weren’t standing 
behind it. The whole difference is whether or not the Government 
should be paying you interest on the line of credit they extend to you. 

Now, they haven’t asked you to pay interest for the money they 
extend to you. That is, they haven’t asked you to pay the Govern- 
ment interest on this 50 million or whatever it is. They are just 
letting you have it to support this program. But instead your in- 
vestment in Government bonds is making them pay interest. 

You certainly do not want the Government to extend this 
$50,000 to you for nothing and then have you turn around and buy 
bonds with it and have the Government pay you interest. That is 
the whole difference between it. 

Mr. BaGwe tu. We believe that the retention of Government bonds 
is important for another reason which I will state later on. 

This recommendation, if followed, would adversely affect the ability 
of the banks to obtain funds through the sale of debentures and other 
borrowings. The fact that the debentures and other obligation of the 
banks are in no way guaranteed by the United States Government 
lends emphasis to this point. 

Mr. Brown. Don’t you know that in many cases—and I won't 
say where it happens—but in many cases for obvious reasons indivi- 
duals go to a bank and deposit cash for a loan. And they pay interest 
on that loan. But you want to reverse the process. That is a good 
deal as long as you can get it. But you think a certificate of indebted- 
ness of the United States which guarantees that it is good for so much 
in case the loan is called, your loan—do you think you would have 
any trouble getting a loan on that? The only difference is that you 
would have to pay interest on your loan. 

Mr. Baawety. That may be correct. 

Mr. Brown. And you would not be getting the interest on the bond 
to help pay your interest on the loan. You would be supporting 
it yourself. y shouldn’t you? 
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Mr. Bacwe.u. We believe the interest on the bonds, though, is 
important for reasons which I will state next. 

Mr. Brown. Of course, it is all helpful. But they have given you 
the money; they are not supposed to give you the interest too. That 
is a hidden subsidy. If it is a subsidy, then Congress and the people 
ought to know it is a subsidy and agree to give it or not give it, as 
public welfare might demand. 

All right go ahead. 

Mr. Baawetu. Even if the credit banks were to receive non-interest- 
bearing certificates of the United States in a form which make them 
as valuable for collateral purposes as Government bonds, their earnings 
would be reduced to an extent that their ability to serve agriculture 
would still be seriously affected. 

The directors and officers of each credit bank are charged with the 
responsibility of operating it for the benefit of agriculture. Any 
action which would deprive the management of authority to invest 
capital funds of the bank in income-producing assets and otherwise to 
conduct the affairs of the bank in a normal businesslike manner would 
weaken their position in the investment markets and seriously impair 
their ability to meet the credit needs of farmers and ranchers as 
Congress intended. 

Mr. Brown. Isn’t the only real question involved here whether or 
not you are going to get the income off that interest of Government 
bonds that have been purchased by money that the Government has 
given to you free of charge? 

Mr. BaGwe.u. That may be a principal factor. Moreover, we 
are not sure as to what the value of the certificates would be for 
collateral purposes. It could be that their value would be the same 
as you have indicated. 

Mr. Brown. Do you mean to say that a certificate of indebtedness 
for a million dollars, we will say, from the Federal Government 
promising to pay and so forth and so on is not just as good security 
as a million-dollar bill? 

Mr. BaGwe.t. I wouldn’t say that it isn’t, Mr. Brown. 

Mr. Brown. I know; but you get right down to the fact that the 
only difference is that you want to get the interest off the bonds that 
have been purchased by money that the Federal Government has 
extended to you out of the Treasury for which the Government has 
to pay interest. 

Mr. Baawe tu. Yes. But we believe that if we didn’t hold those 
bonds, someone else would; and the cost to the Government would 
be the same. 

Mr. Brown. But the money would be applied to some other 
governmental purpose; maybe to buy a bomber, or something else. 
Do you think it is fair for anybody—I don’t care whether it is an 
individual or anything—that gets a credit or a loan from the Govern- 
ment to take that money and instead of spending it for what they 
were supposed to spend it for, if they don’t need it for that purpose, 
to invest it in the Government’s own securities and let the Govern- 
ment, who is helping them, pay interest on it. 

Mr. Baewe tu. The credit banks pay a franchise tax which we 
regard as a payment in lieu of interest. 

Mr. Brown. But it doesn’t cover the interest. 
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Mr. Bacwetu. The Congress determined that to be a fair return 
on the money. 

Mr. Brown. The Congress has not contemplated this. And the 
thing has developed in the years that the Congress will have to do 
something about it, because if they don’t, the agency will ask for a 
lot more money from the Federal Government than they actually 
need. And they will take the surplus, and they will invest it in the 
Government’s own bonds and draw interest off the very Treasury 
that has been good enough to help them in their time of need. And 
as quickly as they don’t need it, they ought to pay it back. If I am 
nice enough to lend you money without interest, you ought not to 
take my money out and invest it in something else and make a profit 
on it. You ought to pay me back just as soon as you do not need 
that money any longer. 

Mr. Baawe tu. That is what we expect the farm credit institutions 
to do when the money is no longer needed. 

Mr. Brown. I don’t think you can justify your position. But go 
ahead. I don’t want to belabor the point. 

Mr. Baawetu. Recommendation No. 28 (pp. 57-58): 

That (a) the authorization of the Federal Farm Mortgage Corporation to 
furnish $500 million of funds to the Federal land banks be rescinded, (6) the 
Federal land banks continue as liquidators of the Federal Farm Mortgage Corpo- 
ration, (c) the land banks deduct liquidation costs from collections and pay the 
net collections to the Treasury, and (d) that the Congress require the mineral 
rights to be transferred immediately to the Secretary of the Interior without 
waiting for the date originally fixed by law. 

The Federal Farm Mortgage Corporation was established in 1934 
to provide funds for Land Bank Commissioner loans as a means of 
refinancing debts and providing long-term credit to farmers for other 
purposes. Since the authority to make Land Bank Commissioner 
loans has now expired, the only use the Corporation could make of 
funds obtained from the sale of bonds would be loans to the Federal 
land banks. The land banks are in a strong financial position and 
thus are able to obtain adequate loan funds without resort to loans 
from the Federal Farm Mortgage Corporation. We, therefore, con- 
cur in item (a) of this recommendation. 

In regard to items (6) and (c) of the recommendation, a recent act 
of Congress (Public Law 55, approved June 1, 1955) authorizes the 
land banks to purchase in bulk all of the assets of the Federal Farm 
Mortgage Corporation, except cash, accounts receivable, and reserved 
mineral interests. Negotiations are now underway with the land 
banks for the purchase of these assets. 

Mr. BaGweE..t. I might say, Mr. Chairman, these negotiations have 
all been completed this week. So, the land banks will soon be the 
purchasers of all the remaining assets with the exceptions noted. 

Mr. Brown. Will you yield right here for comment that I think 
will be of interest to the committee? 

I would like to point out, of course, that this public law was approved 
June 1,1955. In this report of the Commission, the recommendations 
for actions were made along in December and January and were not 
printed and sent as copies or messages to the Congress until March. 
So it is good to see that at least this much has been done. 

Mr. BaGwe.u. Yes, sir. It was a recommendation that Farm 
Credit had also made some time ago. 
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Mr. Brown. I agree with practically all that except the mineral 
interests. 

Mr. Baewe tu. Therefore, the objective sought to be accomplished 
by items (b) and (c) of the recommendation will soon be realized. 

In regard to the recommendation that reserved mineral interests 
of the Corporation be transferred immediately to the Secretary of the 
Interior, we believe it is more desirable for the Corporation to con- 
tinue its present program for disposal of such interests under Public 
Law 760 of the 81st Congress. This law gives to the owners of the 
surface land in which mineral interests are held a prior right to pur- 
chase these interests until September 7, 1957. It appears to us un- 
desirable for the Congress to divest surface owners of the privilege 
which they now have under Public Law 760 to purchase these mineral 
interests at any time during the next 2 years. 

Furthermore, we believe that the disposal of these interests could 
be more economically accomplished by the Corporation through the 
land banks and farm loan associations than by the Department of 
the Interior. 

Mr. Brown. I think that is just a question of policy that the Con- 
gress will have to pass on. I have no comment. Maybe you are 
right, and maybe the Commission is right. 1 don’t know. 

Could we save some time here, Mr. Chairman. I think this 
recommendation is just the same thing. that we have already dis- 
cussed, that where the money is invested so there is no use or reason 
to discuss it again. It is the same problem of whether the money 
advanced by the Treasury should be in bonds or should be returned 
in non-interest-bearing certificates. 

The CnHarrman. Do you suggest that we file the rest of the 
statement? 

Mr. Fascetu. These purchases are in the open market. And 
there is no double cost. And I think there is a great distinction 
between this particular phase of it and what we have been discussing. 

Mr. Baewe tu. That is the point I was trying to make all along, 
that since we go in the open market and purchase these Government 
securities, we do not figure that it involves a double cost to the 
Government, because if we didn’t hold them, some private investor 
would hold them. Thus the total amount of interest paid by the 
Government would not be affected. 

Mr. Brown. Yes. But if you don’t need the money, then you 
should return the money, instead of investing it in bonds either in 
the open market or any place. You ought to turn the money back 
to the Government, and for your uses either draw on your Govern- 
ment credit—that is, your line of credit with the Treasury—or if 
you have to have it for security now and then, obtain non-interest- 

earing certificates. 

Mr. Bacwe.u. We certainly expect to return it to the Government 
as soon as possible. 

Mr. Brown. And we could pay that off on the public debt. When 
that day comes, we will all sing “Hallelujah.” 

Mr. Bacwe vu. We expect to return every dollar of Government 
capital. 

Mr. Brown. I think we can accept the rest of this on the basis 
of letting them file it. 
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Mr. Bacwe.u. The other -2 or 3 recommendations are rather 
general. 

Mr. Brown. Well, you had no objection to the recommendation. 

Mr. Baewetu. No, except on the last one. We believe that 
instead of the Secretary of the Treasury having a representative on 
the Board, that it is better to handle the problem as the Government 
Corporation Control Act provides. 

Mr. Brown. I think probably that may be so. That is the ques- 
tion, again. 

The CHatrman. Then we will accept the rest of your statement 
and put it on file. 

GENERAL RECOMMENDATIONS 


Mr. Bacweti. Recommendation No. 45 (pp. 106-107): 


That the recommendation made by the 1947-49 Commission on Organization 
of the Executive Branch be adopted: 

We recommend that all Government business enterprises be required to sur- 
render to the Treasury all United States securities held, up to the amount of the 
capital furnished them by the Government, and that they receive in return non- 
interest-bearing credit in the Treasury. They should not be allowed to invest 
their idle funas in any other securities except as authorized by the Congress. 
This recommendation does not include trust accounts. 


As indicated by our comments on recommendations 23, 25 and 27, 
we do not agree with this reeommendation. The fact that farm-credit 
institutions with Government capital in them invest funds in Govern- 
ment bonds does not involve a double cost to the Government as this 
recommendation appears to imply. 

The purchase and sale of Tennieg obligations by farm-credit 
institutions in the open market does not increase or decrease the 
public debt, nor do transactions of this kind affect the total interest 
cost to the Government. The cost of money to the Government 
would be the same whether the bonds or other obligations are owned 
by farm-credit institutions or by private parties. 

Recommendation No. 46 (pp. 107-108): 


That all nonmutualized agencies engaged in lending, guaranteeing, and insurance 
be required to report each year to the Congress and the Treasury in a form 
determined by the General Accounting Office the total amount by which earned 
income failed in the previous year to cover— 

(a) Operating expenses; 

(b) Interest on advances by the Government at a rate equal to that on 
the publie debt of comparable maturity; 

(c) Losses on loans or investments; 

(d) Reserves against losses; and 

(e) If the agency is not paying a return on the Government’s investment, 
interest received on holdings of United States securities up to the amount 
of the Government’s investment. 


We see no objection to this recommendation until such a time as 
a farm credit institution embarks upon a mutualization program 
such as that set forth in the farm credit legislation now pending 
before the Congress. 

Recommendation No. 47 (p. 110): 

That a representative of the Secretary of the Treasury sit ex officio on all 
boards or commissions having the power to affect the fiscal policy of the United 
States. His major function when serving in this capacity would be to convey to 
such agencies the credit policy of the Federal Government. 

The Federal intermediate credit banks and the banks for co- 
operatives are required by the Government Corporation Control Act 
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to work closely with the Treasury in the issuance and sale of their 
debentures and, while the Federal land banks are not subject to this 
requirement, the policy of the Farm Credit Administration has been 
to seek the advice and counsel of Treasury officials prior to the 
wananie by any bank under its supervision of securities for public 
offering. 

We Ci this is a more effective way to accomplish the objective 
of this recommendation. 

The CHarrMANn. Our next witness was to be Mr. Wheaton. We 
will have to adjourn at this time, Mr. Wheaton. I understand that 
you have to leave us. Do you have a prepared statement? 


STATEMENT OF DR. WILLIAM L. C. WHEATON, FIRST VICE 
PRESIDENT, NATIONAL HOUSING CONFERENCE 


Mr. Wueaton. I do not have a prepared statement. 

(Discussion off the record.) 

The Cuarrman. I understood you could not be present at 2:30. 

Mr. Wueaton. I cannot be present. 

Mr. Brown. I move he be permitted to file it. 

Mr. Wueaton. May I explain that I have been down here 2 days. 
I am a private citizen traveling at my own expense and I do not have 
a prepared statement. I could take about 10 minutes. 

The CuarrMan. The situation is that they have got to go and 
answer the bell. It is now the noon hour. If we stop now, we will 
adjourn until 2:30. That was the agreement when we adjourned, 
that we would adjourn until 2:30. 

Now, with that situation, we want to accommodate you in every 
way we can. We are asking other witnesses who have been here and 
waited to permit you to—— 

Mr. Brown. Perhaps as a solution, may I suggest a solution? 

The CuarrmMan. He wants 5 minutes. I will hear him for 5 minutes 
and make it a part of the record. 

Mr. Brown. Perhaps it can be arranged that your counsel and the 
official stenographer can take it. 

The CuarrMan. I will stay. 

To the other witnesses, we will resume at 2:30. 

Mr. Wueaton. My name is William Wheaton. I am a professor 
of city planning at the University of Pennsylvania and I am vice 
president of the National Housing Conference, a national citizens 
organization concerned with the problems of housing all of the 
American people. 

We welcome this opportunity to appear before the committee. I 
would like to make three general points, and then I can file for the 
record a very brief two-page summary of our views on the specific 
recommendations of the Hoover Commission. 

First, with respect to recommendation No. 2 of the Hoover Com- 
mission, it appears from Mr. Hunter’s testimony of yesterday and 
this morning that the Housing Agency does not in fact have the power 
which the Commission feared it might have to alter the reserves of 
the Home Loan Bank System and of the Insurance Corporation. 

Since that is the case, I believe that the second alternative posed 
by the Commission, namely, the transfer of these agencies from the 
Housing Agency, will be unnecessary, but we believe that it is par- 
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ticularly important that the Government Operations Committee resist 
any effort to break up the Housing and Home Finance Agency. 

There are moves afoot by both the savings and loan institutions 
and by the mortgage banking institutions to take the FHA and the 
Home Loan Bank System out of the Agency. The Housing and Home 
Finance Agency was created after 20 years of struggle 

The CuarrMan. May I ask you a question at this point? You say 
there is a move afoot. Upon what do you base that? 

Mr. Wueaton. The trade associations are actually lobbying at this 
time and have sought to have legislation introduced to have the Home 
Loan Bank Board and the FHA transferred from the Housing and 
Home Finance Agency. 

I know that of my own knowledge. I receive their trade association 
letters, and as a matter of fact, 1 have many friends in both organ- 
izations. 

The CHarrMAN. Proceed. 

Mr. Wueaton. The HHFA was created out of a multiplicity of 19 
agencies, each of which had credit powers which were a source of 
confusion to the publie and a source of considerable confusion to the 
local officials seeking to coordinate housing policy. 

In addition, the former multiplicity of agencies created a situation 
in which there was intense competition between private interests for 
access to the Public Treasury for their own private benefit. 

The existence of a single housing agency with an administrator 
appointed by the President has, for the last 10 years or so, provided 
the Congress and the President with a means for coordinating these 
formerly uncoordinated policies. 

We believe that the continued existence and strengthening of the 
Housing Agency as a single coordinating agency is, therefore, essential 
to adequate Presidential and congressional control over the general 
problems of housing and over particularly the credit policies of the 
Government. 

Further, we emphasize the fact that the entire renewal or redevelop- 
ment program requires coordination between the several agencies and 
that this can be achieved effectively only so long as the agencies are 
under single coordinating control of the Housing Administrator. 

In the event that legislation is introduced calling for a breaking up 
of the Housing Agency by a transfer of the Home Loan Bank System 
to independent status, we seriously urge that the Secretary of the 
Treasury be given power to supervise the credit policy of the new 
bank board and that the present authority of the Bank System to 
call upon the Treasury for $1 billion of loans and of the Insurance 
Corporation to call upon the Treasury for $750 million of loans be 
removed. 

My second general comment runs to a number of supplementary 
programs of the Housing and Home Finance Agency which the 
Hoover Commission recommended be repealed. These include the 
college housing program, the program of urban planning assistance, 
the public works reserve, and the program of public works loans. 

In general, our position is that all of these programs have been 
scrutinized carefully by the Congress and the administrative branch, 
and have been found necessary and desirable, and we urge their 
continuation; indeed, their expansion. 

My third general comment runs—— 
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Mr. Henperson. May I interrupt you? 

Mr. Wueaton. Yes, sir. 

Mr. Henperson. There is a question about the recommendations 
of the Hoover Commission as to whether they go to policy or whether 
they go to efficiencies and economies. 

Now, some have thought that some of these recommendations 
went all the way to policy. Do you feel that if the recommendations 
were adopted, that the whole substantive program in housing of the 
Federal Government would be adversely affected? 

Mr. Wueaton. These particular recommendations, particularly 
Nos. 12, 15, and 19, run to policy; they run to the substance of the 
programs which Congress has adopted. 

They propose the elimination of the college housing program. 
They do not offer any recommendations which would make the pro- 
gram more efficient, and with respect to those programs, we recom- 
mend that the policies adopted by Congress be continued. 

My specific comments on the individual programs I will file. 

My third general comment runs to a series of recommendations of 
the Commission with respect to what you might call the questions 
of efficiency, but I believe they are mixed questions of efficiency and 
policy. These are recommendations, in particular, Nos. 5, 6, 7, 8, 
9, and 10. 

Here the Commission has in general endorsed the idea that all of 
these programs affected should be economically sound, should involve 
no Federal subsidy whatsoever, and should be cast in an adminis- 
trative and accounting form which will clearly reveal the cost to the 
public. 

We most heartily endorse the last idea, namely, that these pro- 
grams should be cast in a form so that the Congress and the President 
and the public can precisely see what the cost is and what the risks 
involved may be, but we call attention to the fact that there are some 
programs which, ‘because they contain a high degree of public purpose, 
should in fact involve the assumption of administrative expenses by 
the Federal Government or the assumption of unusual risks by the 
Federal Government so as to achieve a very substantial public purpose. 

For instance, the insurance of housing for ordinary speculative 
builders in suburban markets might well be put on a strictly economi- 
cally sound basis. Here, the interests of better-off families and the 
building industry are the prime purposes involved, but the insurance 
of housing for the relocation of families being displaced from slum 
areas involves greater risk, involves a greater degree of public purpose, 
a more essential public purpose and a greater need from the stand- 
point of the persons involved. 

For this reason, we believe that such a program should permit 
greater risks, perhaps occasionally the assumption by the Federal! 
Treasury of administrative expenses and the like. We, therefore, urge 
a separation of the legislative base in these programs so that the 
purposes involved can be separated and so that the risks and costs 
involved can be clearly apparent to the public and to the Congress. 

Finally, with respect to the public-housing program, the committee 
made a recommendation which I, a sometimes casual expert in this 
field, had construed as merely affecting the use of Federal pledges of 
annual contributions for construction loans in connection with the 
public-housing program. 
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I refer, of course, to recommendation No. 12, but the record made 
yesterday and today clearly indicates that Congressman Brown 
believes this recommendation to propose a change in the form of 
Federal aid for low-rent public housing, to substitute for the present 
annual contributions formula a capital grant formula. 

If that is the case, we would like to point out several things in 
connection with the public-housing program. First, the Housing 
Act of 1937 authorized the use of capita af grants in place of annual 
contributions, and that authority still exists on the statute books, 
although it has never been used. 

If, as the Hoover Commission recommends, the capital-grant 
formula is actually cheaper, it would surely have been used during the 
intervening 12 or 15 years. I happen to have been associated with 
Ernest Bohn in Cleveland, Ohio, and I am sure Bohn is a good friend 
of Congressman Brown. At the time that the 1937 act was enacted, 
he looked into the capital-grant formula at great length and found that 
it was relatively unworkable; that it would not permit the housing of 
low-income families, and that it would not provide as satisfactory a 
financing for low-rent public housing as the present capital-grant 
formula. 

The CuHatrMan. Your position is that the agencies could have 
legally used—— 

Mr. Wueaton. The authority has existed since 1937. A number 
of local housing authorities have explored the possibility, and they 
have always rejected it. 

The CuarrMan. Through the years? 

Mr. Wuearton. That is right. 

The CHarrman. And the program that has been worked has 
brought great good to our country. 

Mr. Wueaton. We certainly believe this program is an essential 
program; that it is necessary, and we are on record in favor of return 
to the provisions of the 1949 act with respect to the volume of public 
housing. 

Now secondly, with respect to this financing formula, the question 
was asked by Congressman Brown and never answered by the admin- 
istration witnesses as to what the relative costs of the capital-grant 
formula, as opposed to the annual-contributions formula, might be. 
Congressman Brown offered the hope that the capital-grant formula 
might prove to be more economical in the long run. 

I believe that if the committee will address this question to Com- 
missioner Slusser of the Public Housing Administration, you can— 
the committee can discover that if the capital-grant formula had been 
used from 1937 to today, the cost of the public-housing program to the 
Federal Treasury would have been almost exactly double the costs 
which actually were incurred in that program. 

This arises because of the fact that under the annual-contributions 
formula, as tenant’s incomes rise, as rental from the projects increase, 
the Federal contribution which is necessary to maintain the subsidy is 
reduced, and all of those savings since 1937 have amounted to more 
than 50 ‘percent of the contract subsidy. 

So the subsidy has actually been half of what they contracted for, 
and this saving would have been lost if the entire subsidy had been 
paid in the first place, as a capital grant. I would urge that the 
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committee address this question to Commissioner Slusser so that the 
record may be made straight on that point. 

Finally, Congressman Brown raised the question as to whether the 
pledge of capital grants might not serve to reduce the interest rates 
which local authorities bad to pay in their private borrowings. I 
believe he was misinformed or that he misunderstood the issue in this 
particular case. I believe that a comparison of the interest rate paid 
by New York City Housing Authority, for instance, which operates 
under a State program, with the interest rate paid by the New York 
City Housing Authority, when it operates under the Federal program, 
will. reveal that there is a differential interest rate of about 1 percent 
in favor of the Federal program as a result of the present form of use 
of this financing provision. 

Again, I urge that the committee ask Commissioner Slusser to pro- 
vide a direct answer on that question. 

Mr. Chairman, in view of the lack of time, I would like to provide a 
statement at this point, but I will be glad to answer any questions. 

The CuarrmMan. We will not restrict you as to time. We would like 
to get your views on the record, if you care to expand them further. 
You have given a lot of time and study through the years to the 
subject matter and we would like to have the benefit of that experience. 

Mr. Wuearon. I gave the committee clerk a manuscript for a 
rather large volume which I wrote 2 years ago on the subject of the 
history of the housing agency, there being no such history of the 
development of Federal Housing activities in the United States. That 
study has not been published, and if the committee thought it would be 
to the advantage of Congress to have the study published as a special 
report, I should be glad to have it done. 

Do you want me to go down through the individual recommenda- 
tions? 

The CuarrMan. Yes, please. 

Mr. Wueaton. On recommendation No. 1: We generally support 
the principle that the Federal Savings and Loan Insurance Corpora- 
tion should repay its Government capital stock but not at the expense 
of jeopardizing the reserves of the Corporation. We believe that the 
Hoover Commission has adopted a somewhat inconsistent position in 
that recommendation 1 treats this Government capital stock as if it 
were Government funds, whereas, two paragraphs later it will be noted 
that the Commission refers to these assets as the property of private 
stockholders. 

If as a result of previous contractual arrangements this Govern- 
ment capital stock has become, as the committee says, property of 
the stockholders, it cannot be unilaterally transferred back to the 
Treasury in the form of non-interest-bearing credits. We do believe 
that the Congress has the right, of course, to change these arrange- 
ments at any time where they do not abrogate contracts. 

But we would urge caution in these matters particularly because of 
the relatively weak position of the FSLIC with respect to reserves. 

Recommendation No. 2: With respect to the transfer of funds by 
the Housing and Home Finance Agency or the giving of independent 
status to the Insurance Corporation and the Bank System, I have 
already dealt with in my earlier statement. 

Recommendation No. 3: We believe that this recommendation is 
already in effect, but we certainly believe that the Treasury debt 
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statement should carry the obligation to loan a billion dollars to the 
Home Loan Bank System and $750 million to the Insurance Corpora- 
tion. We believe it is a real obligation of the Treasury and may 
very well be drawn upon in the event of a serious recession. It is for 
this reason that I have earlier recommended that the Bank System 
not be treated as a private corporation which it is not, but as a part 
of the Government system of credit aids to housing, which it is. 

Recommendation No. 4 calls for the division of the Home Loan 
Bank Board and the Board of the Insurance Corporation, which are 
the same people at the present time. We believe that such a division 
could only serve to increase administrative costs and organizational 
expenses and would not particularly serve to the benefit of either the 
public or the members of the bank system. 

Mr. Henperson. I take it then that you do not see any conflict 
of interest in serving in those capacities. 

Mr. Wuearon. I do not think there is a conflict of interest, because 
the loans to member institutions which are examined by the Insur- 
ance Corporation, audited by the Insurance Corporation, those loans 
are not made by the Federal Home Loan Bank Board. They are 
made by the regional home loan banks. The Federal Home Loan 
Bank Board makes loans only to the regional banks, and the regional 
banks are the only group authorized to make loans to the member 
institutions. 

So, the conflict of interest does not arise at the Federal level in 
my opinion. It arises at the regional level. And there is no identity 
of administrative processing. In my opinion, this is a recommenda- 
tion which does not have very much merit. I don’t think it is terribly 
important. 

Recommendation No. 5: That studies be made of a prospective 
foreclosure on loss experience of all phases of the Government’s hous- 
ing program. We certainly endorse this provision, and in the strong- 
est possible terms. I would like to call attention to the fact that the 
reserves of the several institutions in this field vary quite widely. 
The FHA has 2 percent reserves against its total contingencies and 
potential liabilities. The Federal Deposit Insurance Corporation has 
1.3 percent. Federal savings and loan institutions are required to 
have 5 percent and do, in fact, have about 6 percent. Whereas, the 
Federal Savings and Loan Insurance Corporation has sixty-eight one- 
hundredths of 1 percent. 

Now, this is a very wide range of reserve position among several 
types of institutions which obviously are subject to different types 
of losses. Maybe this difference of reserve position is justified by 
the economic risks that these agencies have assumed. But maybe 
it is not. In any event, we do not know; and the actuarial studies 
of these agencies, studies which should be in existence about their 
loss possibilities, have in fact not been published. I was delighted 
to hear yesterday Mr. Hunter offer for the record the FHA’s actuarial 
studies which have never been published, have never been available 
to even persons professionally concerned in the actuarial field. Lam 
also very happy that my good friend Ernest Fisher and his staff at 
Columbia are now making a study of the FHA reserve position for 
a group of private mortgage lenders. 

I know that they have had considerable difficulty in their study 
because they have not had access to the actual actuarial studies of 
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the FHA in the past. And I trust that those studies are now being 
made available for the public use. I think that all of these agencies 
should be required to make and publish actuarial studies of their 
reserve positions. 

Mr. Henperson. How would you go about making a prospective 
foreclosure and loss experience study? 

Mr. Wuearon. It is perfectly possible. When I was in the Admin- 
istrator’s office of the national housing agency during the war, we 
asked the then actuary—who is now at Notre Dame University if 
I remember correctly—to make a study based upon certain fixed 
assumptions. We said, “Will you please assume that the value of 
real properties declines at the same rate that it declined from 1929 
to 1933; that the number of foreclosures is the same as that experi- 
enced by a specified sample of properties during those years; that the 
loss ratio of each individual foreclosure was as specified in accordance 
with the assumptions, and then against that kind of an assumption 
what would the FHA insurance reserve loss be?’ 

The President’s Commission on Housing of last year made a very 
hurried investigation of the FHA reserves based upon some similar 
assumptions. I do not think that the assumptions were as severe 
as conditions which have been encountered in the past in this country. 
But nevertheless they did make a markup of what would happen to 
the FHA reserves. And they found they would be $200 million, if 
I remember correctly, short. That is, that it would have to call on 
the Treasury for a $200 million subsidy if the events assumed 
transpired. 

The purpose of actuarial studies should be to acquaint the Con- 
gress with the facts. And then the committees of Congress can make 
a decision as to which assumptions they believe are most likely to 
occur, and which degree of risk they believe the FHA should build 
up reserves for. This is properly a congressional determination. The 
problem at present is that the Congress does not have the facts, nor 
does the executive branch. 

Recommendation No. 6: This recommendation recommends more 
stringent appraisal and cost estimates on the FHA mortgage-insurance 
program for rental housing. We urge that this recommendation 
be put in effect, but we call attention to the fact that recent investi- 
gations have dealt exclusively with the FHA rental-housing program 
and have totally neglected the FHA sales-housing program. We 
believe that there have been as large windfalls, as large profits, out 
of mortgages in connection with sales housing, possibly, as there have 
been in connection with rental housing, and that these deserve the 
same scrutiny. 

Again let me point out that FHA insurance of higher-priced housing, 
which does not involve a substantial public purpose—it involves an 
important public purpose and one which we support—but such 
insurance should be put on a fully economically sound basis. 
There is no direct reason why the Federal Government should sub- 
sidize mortgage insurance for families who are buying sixteen and 
twenty thousand dollar houses, although we believe that the Federal 
Government must provide an insurance system for such housing in the 
interest of the national volume of home building. But when you 
get down to houses for middle-income families—$8,000, $9,000, 
$10,000 houses—where they can be built, we believe that the Govern- 
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mentis justified in taking larger risks, but that the costs of taking 
those risks should be clearly stated for Congress, the public, and so 
that the executive branch may better appraise its program. 

Recommendation No. 7: That the President should be given 
authority to increase equities. We believe the President should have 
the authority to vary all mortgage loan terms within limits stated 
by Congress; not from 4 to 10 percent, but maybe from 4 to 5 percent. 
But that he should be required to do so in response to stated credit 
needs or building volume needs; and that the Congress should pre- 
scribe the conditions under which this authority should be exercised. 

In general, we agree with the second part of this recommendation, 
that more extensive use should be made of the principle of sharing 
the risk on insured loans by institutions making such loans. 

Recommendation No. 8: That the Federal Housing Administration 
should be reorganized in such a manner that its financing is provided 
by mortgage lenders or participants in the program. We support 
the principle here stated but we believe that it is essential that such 
a principle not be adopted at such a rate as to jeopardize the sound- 
ness of the FHA system or to interfere with Federal control of what 
is a very important public program. 

Mr. Henperson. Now, this would require a raising of the fee 
that the FHA charges to each borrower? 

Mr. Wueaton. If it did necessitate such an increase in the fee, we 
believe that that increase should be made on the economically self- 
supporting higher priced housing programs which generally benefit 
higher income families and the building industry, and that it should 
bear less heavily on programs which have a higher degree of public 
purpose, as for instance in housing for the relocation of families from 
slum areas, or the housing of lower or middle income families not now 
served by the private building industry. 

Mr. Henperson. Do you have any idea how large that fee would 
have to be to accomplish this purpose? 

Mr. Wuearton. I don’t know. I am sorry. 

Recommendation No. 9 deals with the veterans’ housing program 
And in effect it recommends its termination at the present termination 
date. The National Housing Conference has long supported the gen- 
eral principle that veterans should receive preferential mortgage terms 
so that they might be able to purchase or rent homes within their 
means. We have also long supported the earlier, and we believe 
sounder recommendations of the Hoover Commission made about 
1947, that this program should be transferred to the Federal Housing 
Administration for administration with suitable safeguards to protect 
the preferential position of veterans and also with a separate account- 
ing system so that the costs of the veterans’ program should be made 
clear to Congress and the public. 

At the present time the FHA and the VA program involve a com- 
plete duplication of field staff, regional offices, regulations, accounting 
systems, and the like. Worse, they force private lenders or lending 
institutions and private builders to conform to 2 accounting systems, 
2 sets of regulations, 2 sets of inspections, and the like. And we be- 
lieve this is one of the most gross cases of Government inefficiency. 
And I personally am quite shocked that the Hoover Commission did 
not call attention to this situation and recommend that the two pro- 
grams be consolidated. 
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Again let me state if such a consolidation is to be achieved, that 
Congress must make sure that the preferential position of veterans is 
protected. 

Recommendation No. 10 deals with special assistance program and 
the Federal National Mortgage Association. We opposed the reor- 
ganization of FNMA last year on the grounds that this program re- 
quires the home purchaser to pay an additional 3 percent for his house, 
which 3 percent is passed on by the builder to the banker and by the 
banker to FNMA, so that the banker may acquire a 3-percent share 
of stock in the Federal National Mortgage Association. 

This is mutualization with a vengeance. If we want to have the 
Federal National Mortgage Association generally mutualized, the 
law should be amended so as to require cash investments of bank 
funds in FNMA at 3 percent, or at any other rate specified by Con- 
gress, but not require home buyers to pay so that bankers can acquire 
shares in the Federal National Mortgage Association. 

Mr. Henperson. May we make this perfectly clear: Do you say 
that under the program that was adopted in the Housing Act of 1954, 
to effect the mutualization of FNMA, the home buyers actually pay 
the costs of the mutualization and the bankers reap the benefits? 

Mr. Wueaton. Precisely. 

Mr. Henperson. The bankers will be the members of the new 
organization; they would determine its policy, and so forth. 

Mr. Wueaton. And eventually, they will own what is now a 
$2 billion corporation as a result of the payment by them of payments 
made by home purchasers. They are just passing on the money. 

I do not believe that a president of any bank would be warranted in 
investing his depositors’ money in these certificates, which they re- 
ceive, which carry no dividend, which carry no interest rate; there is 
no guaranty that anything will come to them, and if I were a depositor 
in a bank which bought some of that stock with my money, I would 
raise quite a lot of questions about whether my banker was operating 
in my interest or his own interest. 

Mr. Pincus. Is that the same result of the mutualization of the 
Federal Deposit Insurance Corporation, then? 

Don’t the depositors pay that? 

Mr. Wueaton. No, because the depositors actually pay the pre- 
mium in terms of a reduced interest rate on their deposits, but there 
the depositors reap the benefit in insurance protection. Their de- 
posits are insured to the amount of $10,000 per depositor in return for 
that very small insurance premium. But here we are not dealing 
with a small premium; we are dealing with a very substantial premium; 
3 percent of the cost of the house. 

I get no benefit from it whatsoever. 

Mr. Henperson. And the home buyer is really not insured, be- 
cause it is the banker who gets the insurance on the loan if the home 
buyer defaults? 

Mr. Wuraron. Yes. I think this was a most ill-advised move, and 
we have recommended that the control of FNMA be returned so that 
it is a wholly Government-owned corporation unless some more 
satisfactory form of mutualization can be developed. 

The second portion of this recommendation deals with the special 
assistance functions. Under the Housing Act of 1954, the President 
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was authorized to direct FNMA to make, if I remember correctly, 
$50 million in loans for special assistance purposes. 

In fact, these special assistance loans were intended to be direct 
Government loans to provide housing for minority groups where 
private mortgage lenders would not make such loans, which is quite 
widely, and to make mortgage loans for relocation housing and in 
redevelopment areas where, again, private mortgage lenders have been 
reluctant to make such loans, 

We believe such loans are essential and on a much larger scale than 
they are presently made, and we believe that this is an important 
public purpose which can economically and efficiently be handled by 
FNMA, but again, we are here dealing with higher risks, or somewhat 
higher risks, and we believe that the accounts for this program should 
be kept separate so that the costs are clearly revealed. 

Recommendation No. 11: That the President be allowed to vary 
the equities required in special assistance programs. 

We believe that this recommendation is an acceptable one, provided 
that the Congress establishes limits within which the President is 
authorized to vary the equities. 

Mr. Henprerson. What is the present situation? 

Mr. Wuearon. At the present time, I think that the President is 
required to make such loans subject to the provisions of the FHA 
insurance—the National Housing Act, and that what prevails under 
that act carries. 

Now, I believe the President is authorized to increase down pay- 
ments under certain circumstances, but not to reduce them. We 
believe that the President should also be authorized to reduce them, 
as, for instance, if we came into a period of depression and wanted to 
accelerate home building by reducing down payments. 

Mr. Henpers N. I see. 

Mr. Wueaton. Recommendation No. 12 I have already discussed 
in my earlier statement. 

Recommendation No. 13: We don’t believe it is necessary to change 
the name of either the Public Housing Administration or the Federal 
Housing Administration. 

Recommendation No. 14: We support the accelerated liquidation of 
a number of these earlier programs, provided that this liquidation does 
not result in injustices to the inhabitants, and provided that it is 
carried on within a framework of a sound local mortgage and housing 
market. 

Recommendation No. 15: We strongly support the continuation 
and expansion of the college housing program to meet the widely 
recognized needs of colleges during the years immediately ahead; in 
this respect, the recently adopted Senate bill is a very good program. 

Recommendation No. 16: Prefabricated-housing program, as con- 
ceived in the past, should certainly be liquidated, but we feel that 
there is a need for some new form of aid to accelerate the development 
of this industry. 

Recommendation No. 17: We support the liquidation of the Alaska 
housing program, but we assume that there will be continued certain 
preferential terms which are necessary to maintain residential building 
in Alsaka. 

Recommendation No. 18: That the Government dispose of all re- 
possessed housing units as soon as practicable. We support this 
recommendation within the limits of sound market practice. 
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Recommendation No. 19: Deals with the program of urban plan- 
ning aids and reserve of planned public works, and it recommends 
their termination. We believe that both of these programs are essen- 
tial, and we believe that they should be expanded in accordance with 
the currently pending Senate bill. 

Both of these programs have been supported by both the Democratic 
Congress and a Republican Congress, and by Democratic Presidents 
and Republican Presidents and meet urgent needs of local communi- 
ties. 

In connection with the reserve of planned public works, I call atten- 
tion to the fact that the economic advisers have placed great reliance 
upon the reserve of public works as a counter-cyclical device, but the 
reserve today is only $2 billion. In short, 8 weeks worth of public 
works at our present rate of spending for public works. 

If we are to truly have a public-works reserve that will serve the 
counter-cyclical purposes for which it is intended, we must have a 
public-works-project reserve of something on the order of $10 billion 
or $12 billion, rather than the present $2 billion. 

Recommendation No. 20: Deals with the authorization of the 
Housing and Home Finance Agency to make loans for public works to 
local communities. Many communities face very rapid population 
growth, as a result of home building. This is a particularly acute 
problem in small towns and suburbs and areas where population may 
double within the space of 2 or 3 years. 

These communities cannot have and do not have the borrowing 
power necessary to support highways, sewers, water supply, and 
schools. We believe that the present authority of the Federal Gov- 
ernment to make loans for such purposes is essential to these communi- 
ties in order to permit or enable them to provide the community facil- 
ities necessary to accompany housing. 

Recommendation No. 21: That the operating funds of the HHFA 
be subject to the Corporation Control Act. I believe at the present 
time this is largely the case, but any exceptions or changes in that 
should certainly be scrutinized by Congress for their specific impact 
upon the specific program involved, rather than generally in accord- 
ance with any sweeping recommendation. 

Mr. HenpEerRson. Would you just say a word again for the benefit 
of the chairman and the committee about your personal background, 
both governmental and private? 

Mr. Wueaton. Mr. Chairman, I served in the city government of 
Cleveland for many years. Prior to the war, I came down here at the 
beginning of the war in the housing agency and eventually served as the 
Assistant to the Administrator during the closing war years, and 
briefly thereafter. 

Subsequently, professor of city planning and chairman of city 
planning at Harvard University, and I occupy a similar position at the 
University of Pennsylvania at the present time. 

IT am also vice president of the National Housing Conference, on 
whose behalf I am testifying today. 

The CuarrMan. We certainly wish to thank you for the contribu- 
tion that you have made to this hearing. I am only sorry that the 
other members of the committee were called away, but they did have 
a quorum call, and their batting average on answering quorum calls 
sometimes worries them. 
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Mr. Wueaton. I deeply appreciate the indulgence of the chairman 
in allowing me to speak today. 

The Cuarrman. I also wish to say it is a pleasure to listen to one 
who can speak as fluently as you have, and who has covered this sub- 
ject matter as you have covered it. 

We have 2 documents, from the Small Business Administration, 
one having to do with defense loans, and the other on bad loans, 
which we will make a part of the record at this point. 

(The documents above referred to follow:) 


Hoover ComMMISsION REPoRT 


“* * * no loans were discovered that directly affected the national de- 
fense * * *” 
See attachment for loans approved for defense purposes. 


Recapitulation 


17 loans approved (10 direct, 7 participations) 
3 loans canceled 


Disbursed 
Repayments ! 495, 806 


Unpaid balance 
1 4 loans in aggregate of $175,000, paid in full. 


Delinauent.—First loan, original amount of $60,000; unpaid balance $57,001. 
Delinquent due to waiting for $400,000 settlement from Navy Department. 


December 4, 1953 

The Aircraftsmen Co., Gardena, Calif. (direct): A $150,000 loan approved of 
which $34,000 was allocated to retire a short-term mortgage in order to free 
collaveral and the balance of $116,000 was for working capital. About 75 percent 
of applicant’s work is defense; at time loan was approved the following backlog 
of defense work was on hand: 


Ordnance department, Picatinny Arsenal_------------ Si Jee ewan te $313, 802 
Douglas Aircraft 291, 022 
Rei naan ANNO 25 64 rocks. Ci ds kd cans Ges - cdaeaednsb 549, 216 
ND TA iLike otra tp otesincnceey mnie ten « bares Ss penpals eat aod 80, 088 
North American Aviation 139, 811 


1, 373, 939 
Unpaid balance, $105,002. Loan current. 


December 15, 1953 

M-R-S Manufacturing Co., Flora, Miss. (participation): An SBA 50 percent 
deferred participation in a $300,000 loan was approved for working capital to 
process Army contract No. DA-11—184—EN G—12816 in the approximate amount 
of $2,520,000. Unpaid balance, $225,000. Loan current. 


December 17, 1953 

Parkersburg Die & Tool Co., Parkersburg, W. Va., (direct): A $60,000 working- 
capital loan approved solely for working capital to process Navy subcontract in 
the amount of $249,509.75 for fabrication of metal parts for two 3,000 foot test 
rocket launchers. Unpaid balance, $57,001. Delinquent, due to waiting for 
$400,000 settlement from Navy Department. 


December 22, 19538 

R. S. Bowlby and R. E. West, doing business as R. S. Bowlby Manufacturing 
Co., Honey Grove, Tex. (direct): A $100,000 loan was approved solely for working 
capital to process a Navy contract in the amount of $391,904.64. Unpaid balance, 
$100,000, due at maturity. Interest current. 
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December 28, 19538 


Jacques Brass Specialties Co., Inc., Baltimore, Md. (direct): A $100,000 work- 
ing-capital loan was approved to process approximately $415,000 of defense con- 
tracts, primarily for Republic Aviation. Unpaid balance, $100,000, due at ma- 
turity. Interest current. 


December 31, 1953 


W. T. Stringfellow & Co., Inc., Nashville, Tenn. (direct): A $25,000 loan was 
approved solely for working capital to process a $45,050 Medical Corps contract. 
Paid in full November 13, 1954. 

Sherwood Moore Iron Works, Inc., Birmingham, Ala. (direct): A $115,000 loan 
was approved of which $64,000 was for working capital to process contracts, ap- 
proximately 75 percent of which represent Government work on such projects as 
the Atomic Energy Oak Ridge plant, the Arnold Engineering Development Center 
at Tullahoma, Tenn., etc. Unpaid balance, $60,713. Loan current. 

Fassett & McKenney, Inc., Port Blakely, Wash. (participation): A $10,000 
working-capital loan was approved for use in connection with defense subcontracts 
for about $147,000, covering gun rammers for Army tanks. Canceled. 

Pacific Air Industries, Long Beach, Calif. (direct): A $42,000 loan was approved 
to assist the company in processing map contracts for Army, Navy, and Depart- 
ment of Agriculture. Unpaid balance, $30,399. Loan current. 

Resdel Engineering Co., Los Angeles, Calif. (direct): A $81,000 working-capital 
loan was enews for the sole purpose of oo 5 prime contracts, aggregating 
$842,862, for the Army, Navy, and Air Force. Unpaid balance, $61,792. Loan 
current. 


January 19, 1954 


Industrial Television, Inc., Clifton, N. J. (direct): A $100,000 working-capital 
loan was approved solely to process a Navy, Bureau of Aeronautics contract, for 
the approximate contract price of $1,538,000. Unpaid balance, $7,287. Loan 
current. 

L—-M Manufacturing Co., Roseville, Mich. (direct): A $57,000 working-capital 
loan was authorized solely to process an Army ordnance contract, in the amount 
of $461,729, covering grenade launchers and lock gas cylinders. Paid in full 
January 13, 1955. 

Howe Machinery Co., Inc., Passiac, N. J. (participation): For a number of years 
this company has been engaged primarily in defense work. Existing plant was 
inadequate to handle volume of work being processed; backlog of defense orders 
was $552,000 at the time SBA approved a $150,000 loan to construct an adequate 
plant building. Canceled. 


January 28, 1954 


T. H. Pearce Co., Columbus, Ga. (participation) : This $100,000 working capital 
loan was approved to process approximately $6 million of contracts for the Army 
and Navy. Canceled. 


January 30, 1954 


Oregon Electronic Manufacturing Co., Portland, Oreg. (participation): This 
$75,000 working-capital loan was approved solely to process a Department of the 
Interior contract in the amount of $308,960. Paid in full December 22, 1954. 


March 1, 1954 


Laboratory Equipment Corp., Mooresville, Ind. (participation): A $40,000 
working-capital loan was approved primarily for use in processing an Air Force 
contract in the amount of $180, 436. Unpaid balance, $20,000. Loan current. 


March 12, 1954 

Lucadian Cartographers, Inc., Philadelphia, Pa. (participation): This $18,000 
working-capital loan was approved for the sole purpose of processing map contracts 
for the Army and Department of Agriculture. Paid in full November 4, 1954. 
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HOOVER COMMISSION TASK FORCE|[CASES 


Note.—Hoover Commission criticism appears in parenthesis opposite the 
borrower’s name, 
Recapitulation 


10 loans approved (6 direct, 4 participations) $807, 500 
2 canceled 152, 500 


655, 000 
33, 477 


621, 523 
142, 622 


478, 901 


Delinquent 


One participation loan of $20,000 is $5,000 delinquent. Adequately secured 
and bank anticipates no loss. 


Hoover Commission Report CasEs 


(1) Wabash Smelting, Inc., Wabash, (Partners had large net worth.) 
Ind. 


Ninety percent SBA deferred participation in a $100,000 working capital loan 
to purchase initial inventory of aluminum scrap to commence smelting operations. 
tockholders are providing $150,000 for F/A requirements. 


Collateral 
F/A: 


Appraised valuec___._-_---- Balt evden te weldambe kebab dale g 
aquidated values! 2s ee eh. SOURR OS. Tees AA SSE 


Guarantors 


(a) Mr. and Mrs. Gamrath, ONW $146M of which $110 represents 75 percent 
of outstanding stock (unlisted) of Kokomo Rolling Mill Scrap Baling Corp. 

(6) Mr. and Mrs. Ruchman, ONW $628M of which $250M represents all of 
outstanding stock (unlisted) of Indiana Rolling Mill Scrap Baling Corp., and 
$250M representing ali outstanding stock of Worthington Apartments, Inc. 

At time original investigation was made by F/S it was determined that the 
$150M to be provided by stockholders was the limit of their available funds 
without impairing the stockholders’ other business operations, and that while 
some short-term credit is available, it is only on a 60- to 90-day basis. 

The W/O requested verification of the foregoing matter, and in response a 
letter was received from the vice president of a local bank which contained inform- 
ation in substantial agreement with our previous knowledge, and further stated 
that Worthington Apartments are encumbered. 


Balance sheet, pro forma 


Earnings 
Not yet in operation. 
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Management 


Highly regarded: excellent credit record. Unpaid balance, $79,000: loan 
current. 


(2) The Aircraftsmen Co., Gardena, (SEC offering never made, from D & 
Calif. B Report.) 


A $150,000 direct loan was approved of which $34,000 was allocated to retire 
a short-term mortgage in order to free collateral and the balance of $116,000 was 
for working capital. About 75 percent of applicant’s work is defense; at time 
loan was approved the following backlog of defense work was on hand: 


Ordnance Department, Picatinny Arsenal_..._.._._....__._.-_-- cepa. Se 
ER PUNO ten eee an de te ee tee 291, 022 
Dee ee re Fe ee ct hmm wets on 549, 216 
a en  wurar ni adie phi mma aes wo 80, 088 


Se eA ee ee 139, 811 


QO ceccocsctesteccscotdccscrzccc shots SOU get) | 1, 373, 939 


The need for additional W/C arose from the substantial increase in volume of 
work being done. This was partially provided for by factoring A/R, sale of 
$145,291 of capital stock and retained earnings. 


North American Aviation__..........._....--- 


Collateral 
F/A 
Coe Per 82S Or i ba Pe Poe ee SO) 990 BD es $280 
ay a | | pM SESE TE dR EE ee PES OF Yates 21 aS Fe 170 
rer VRRGE. 222 TEE 20 OR ea eet ee Ua rd 339 
re WG ite EO! eee Sh) fis oe be te Te 258 207 
Guarantors 


(Minority stockholders, no one person holds controlling interest.) 

S. S. Ramsey, limited to $31,725. ONW about $838M. 

Richard Seifrid, limited to $47,535. Tangible ONW about $250, including 
cash of $65 largely earmarked for income taxes. 


Balance sheet, Sept. 30, 1953 


a alla al diesen — 
Pin cnc ndnedwaon no Seren <M MGs 6 pense wae inc cmow sex 6 
eis Heads ts te oo oan maexsin TRO 8c  dh eae 281 
rE Gs Sten Spt be 530 ween. ie seas 530 
Earnings 

N/P after T & D: 
Wa Silesia snes wind wn en al Re es Beh SA. Seeks. be Rte. ds 38 
Ms ta) a hes nck 2a as ad dessins oS EEG ws AIR HE aaa aan 15 
MOG el dcceswascoellcun weer: 55s scenic deans 18 

Managemeni 


Competent. Customers report excellent performance. Unpaid balance, 
$105,002. Loan current. 


(3) Western Stud Mills, Inc., Elgin, (3 owners invested only $60,000. 
Oreg. Status of loan and conditions and legal 
setup??) 


80 percent SBA deferred participation in a $100,000 loan. 


Purpose 
Tees enoeresertir nank loess oh eer ccs $20, 000 
Wiel. Fhe Sa a a ee 80, 000 
TO mc sR pel i a EE ea ale 100, 000 


This new mill designed to make efficient use of small logs left after larger timber 
was cut off; the mill will provide a payroll for this small town of 1,000. The W/C 
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portion of the loan will provide funds for accumulating logs for winter operations 
and to carry lumber while it is air dried. 
Collateral 

F/A: 

Catt. . nxn ccna annua nn vis Rite. ¢ cha ccensccudesce le $68 

N/B value 

Appraised value 

Liquidated value 


Not in excess of $30 to be disbursed against F/A. 
Balance to be disbursed against inventory having a value, cost or market, 
whichever is lower, of at least 125 percent of the amount disbursed thereagainst. 


Guarantors 


G. W. Crippen (50 percent stock) ONW $126.! 
H. L. Crippen (1635 percent stock) ONW $21. 
R. B. Noon (33% percent stock) ONW $106.2 

1 Including $104 investment in another business. 

? Consists primarily of encumbered rea] property. 

It was suggested by SBA that stockholders inject additional funds in applicant 
but participating bank considered this ‘‘highly inadvisable’ and stated ‘Mr. 
H. L. Crippen’s net worth is negligible insofar as raising money is concerned. 
The other two men are in the lumber and timber businesses, which are highly 
seasonal and where prices are subject to extreme fluctuations. This means that 
they have found it necessary to have sufficient funds available to cover fluctuating 
inventory requirements, and to take advantage of market situations. It is our 
belief that further investment in this company would seriously hamper them in 
their other business connections, and would also, by the same token, reduce the 
value of their endorsements as offered under this application.” 


Balance Sheet, Sept. 30, 1953 


Earnings, 2 months initial operations 
RMON ois wink SKK 6 ATE CEs Re a EES Br os RR es $6. 6 


Above covers only a trial run period confined to about 25 days’ operations; 
nonrecurring costs were included and the planiag mill was not completed. By 
end of September the mill was running smoothly with costs reduced. Based ov 
production achieved during latter part of September, the applicant projected an 
annual profit of about $100 before income taxes. 


Management 


Experienced, competent and highly regarded, $66,523 disbursed; $33,477 un- 
disbursed; unpaid balance, $32,967; loan current. 


(4) Austad Steel & Construction Co., (1951 RFC loan: banks unwilling to 
Tucson, Ariz. go along: loan unsound: $13,000 swim- 
ming pool at residence.) 


Purpose 
(a) Retize equipment: comtpeetie é i as dcleiicding cd cus Jawa ke Jed oe bne $5, 811 
(b) Retire RFC-loan 34, 000 
Pay income taxes... ...-.-..cbinaue es Sedna tee uses 7, 500 
52, 689 


Treg sss. eas i he Oe ne I a ae Ke on lea _ 100, 000 
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(a) and (b) to free collateral. 

The RFC loan was approved in July 1951 in the amount of $75,000. Except 
for a payment of $3,522 due under the net earnings clause, all payments are cur- 
rent and RFC reports satisfactory experience with this and 2 prior loans. 

Need for additional W/C results from (a) heavy growth of Tucson during past 
few years and applicant has bid, received and completed numerous large projects 
which have required substantial investment in equipment to process such on- 
tracts, and (b) bank has declined to extend its $100,000 credit line secured by 
assigned contracts as bank feels that Applicant has invested too heavily in F/A. 
Applicant feels that such M and E acquisition was justified on the basis of the 
work obtained but is willing to limit such expenditures to the bare minimum in 
the future. (SBA loan conditions limit annual F/A acquisition to $5,000.) 

The bank advised SBA that if the SBA loan is approved, it will give considera- 
tion in extending applicant temporary loans from time to time, if required, 
to assist in completing contracts. 


Collateral 
F/A: 
i $4 2 fice buf foi age OS Sheds h cond bo wiasaealitiendin $225 
Rr en na ee Pe eg en Se tee ee eta ee 
freed, Warde... 2ae eS oe ce Seneca 2.2 2 ee cn nccue 217 
IN a a a Re Se a tele wea ae 130 


Assignment of insurance of life of Mr. Austad in amount of $25M. 

The real property consists of land on which is located 8 buildings plus owner’s 
residence valued at about $13,000, which includes a small patio and swimming 
pool. (Hoover report makes reference to swimming pool.) 


Balance Sheet, Oct. 31, 1953 











Cha ettt ekdnttinens acto dS —hitdy Sede 53s ei ae .« $105 
Dien ast et Ye ss sink hcaqeeddnmt cede mel oa a tatiana tes Dini al aides mat 21 
O/A i eace = canines RAD LOE i cacts cigs Hedi aw hires 5s ane 5A sre i 
TM ere oo a ee 264 
Earnings 

5 ‘i “ een sspeqen a 

| 1950 | 1951 1952 | 10 — 

om ileal mains s = es = — wT —oenten 
DOIN od stile 8 a ee hat gt ss Shes S Jagd ute Rank wadece $276 | $536 | $707 | $690 
Dep REET iE WR FI sacs 2 contd deme t ocak Ga akten can 3 21 1] 31 
TI pee rene teen ae Ter | 12 | 15 | 19 16 
WH er he ape Pe a etd 10 6 | 7 7 





Substantially all profits have been plowed back into the business. 
Management 


Exeellent technical ability and well regarded locally. Not strong from an 
administrative and financial standpoint, but he recently has employed a capable 
office administrator and assistant general manager. Unpaid balance, $78,120; 
loan current. 


(5) Theodore S. Allen, Soda Springs, (Security 1951 Ford; mother owns 
Idaho. unencumbered $57,000 farm.) 
This $2,500 loan was approved to assist a veteran establish himself in business 
through use of his veteran’s guaranty. 


Purpose 
Purchase equipment _--_____-- Be a2 Wt SG With 6 akan eee sale nil ent ... $1, 520 
WR, Se ee a senccec audienchuseesocceumeendoins 980 


WOME £5 Stl eddvicotedawewe he ca de baa ane tas CPs San 2, 500 
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Collateral 


Appraised | Liquidated 
value al 


1951 Ford coupe 
Equipment to be acquired 


Veterans guaranty 
Guaranty of applicant’s mother 
Total 


Mother’s guaranty is considered good; although she reports cash of only $100, 
she has an unencumbered farm of about 320 acres which she values at $41,000. 


Balance sheet, Nov. 12, 1953 


Earnings 


In 2 months a profit of $450 was realized. (SBA loan payments $70 monthly 
plus interest.) A mortuary service is needed in the community and there appeared 
reasonable assurance of ability to repay from earnings. 


Management 


This 3l-year-old veteran, married, with 2 children, is a licensed embalmer and 
funeral director and has had about 8 years experience in this line of work. He is 
well regarded locally. 

Nore.—Loan was canceled April 23, 1954, at request of Applicant. 


(6) Howe Machinery Co., Inc., Passaic, (RFC declined; owner had big cars 
N. J. and Chris Craft cruiser; amortization 
cert. on facilities.) 


For a number of years this company has been engaged primarily in defense work. 
Existing plant was inadequate to handle volume of work being processed; backlog 
of orders at time SBA loan was approved was $552,000. An SBA 85-percent 
deferred participation in a $150,000 loan was authorized to construct an adequate 
plant building. ODM granted a certificate of necessity for rapid amortization. 

The application was processed by an RFC examiner who recommended that it 
be declined. It appeared that such decline gave considerable weight to the fact 
of (a) annual salary of $36,500 to president (46% stock) considered excessive and 
(b) unwillingness of the president to secure his guaranty by assignment of life- 
insurance policies with a CSV of $13,000. SBA reviewed the situation with the 
applicant and participating bank and a mutually satisfactory agreement was 
reached whereby the president agreed to reduce his salary $14,000 per annum, 
and agreed to pledge his insurance policies with a CSV of $13,000. 


Collateral 


$297 
N/B value feaccescsess: : -e 
Apreted VOMG : 6 cccc cccdcdzacdrecawea ed inca te 
Liquidated value 








COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 197 


Guaranty 


G. W. Bogdanffy (46 percent stock) to be secured by pledge of insurance with 
a CSV of $13,000. His ON W is $93,800, comprised of the following: 


a oe tas aac ans eines mpaaaciounie Se eh a $2, 300 
On scaincepo ms acin mvecenaepasien nahin oes ubcen sin ensiniaabatem Oe A 13, 000 
oe ye aoe wall BIS hrs weenie hance a ns a ee 21, 000 
Pare os 2. eek. Boas eh. et. 3 Oe ee 22, 500 
PS. cit cae Oe AL oe Dees Se es SE pee 5, 000 
IO NUNN Fa ne se ee once eb cchcccecasuenecatas 30, 000 

ee Ai eter nt oe EL wi kt os ncaa see aeetateneense 93, 800 


However, it should be noted that: 

(a) The $13,000 CSV of life insurance will be pledged to secure his guaranty to 
the SBA loan; 

(b) The $22,500 plant site is land on which Applicant’s new plant will be con- 
structed. It is to be sold to Applicant for $22,500 with Mr. Bogdanffy taking 
back Applicant’s note for the full amount. No payment on principal or interest 
is to be made until the SBA loan is paid in full. 


Balance sheet, Sept. 30, 1953 








Dood ee, gue tee pacers eee es Oy re ee $104 
I ah aS aa a a cr as SOUP E SIDE & xicincintes dixie one olind Qathes 0 
ORE ira tth a win loin soesa ein oi heesi la ook TE a tai cca a ae 147 

es ho oe 251 PMS oa oe 251 

Earnings 
| 1950 | 1951 | 1952 1953 | — 

Sales sain eae $283 | $383 $392 | el $141 
N/P alter T&D. posisiid eit 20 | @) 17 | 5 | 12 
Depreciation - ane eaata Sabitah coats eon 4} 6 7 7 2 
Officers’ salaries..............------------ | 31 | 7 39 | 43 9 


Poor showing in 1951 is attributable to cost of training employees to do close 
tolerance work for defense contracts. Reduced profits in 1953 caused by labor 
and overhead expended on poor quality aluminum castings furnished by Sperry 
gyroscope; Applicant is endeavoring to obtain a $ $26 M price adjustment. 

Although officers’ salaries appear excessive $57.7 M was returned as additional 
capital. 

Management 


Capable. Many large United States concerns attest to applicant’s satisfactory 
performance. 

Notre.—Because of cutbacks in the defense program and stretchout of deliver- 
ies, Applicant decided that it would not be prudent to proceed with its construc- 
tion plans, and on May 10, 1954, requested that the authorization be canceled. 


(7) Hofstad Towing Service, Ketchi- ($5,000 to pay off RFC; collateral, 2 
kan, Alaska. tugs, worth $26,000.) 


This 90 percent SBA deferred participation in a loan of $20,000 was approved 
for the following purposes: 


re NN a ci Ns Og $5, 000 
Retire balance owing ere eure 2 42 AO EPA St Aee OR et BOS lie ee 4, 000 
Retire balance owing on tow winch and auxiliary engine--..-.....-.- 5, 000 
Se SI EE i coke dawavnmbcentwekcmamnts a 

PRT GARE. SUEDE 0 tate ebedcgianscawecgeesccagecddeas 20, 000 


Retirement of RFC loan balance was to free collateral; payment record to 
RFC had been entirely satisfactory. Balance of loan proceeds is to complete 
reconditioning of a tugboat to be used in towing logs to the Ketchikan Pulp 
Co. mill. 
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Collateral 
First ship mortgage on 2 tugs: 
CG ms oka st ac ee a ee a came wd tbe ole anand nee $ 
N/B value 
Appraised value__----- . 
Liquidated value 





6 months 11 months 
to Dee. | ended Nov. 
31, 1952 30, 1953 


SID, 05s ost 6 nie ciitaieeeaema aint the 
aru EP G6 WW FED mss cn cnt cuwceaieb dc’ 
Depr _. ie ee ee 

W/D including taxes 





Management 


Participating bank reports owner to be competent and experienced; good credit 
rating. Unpaid balance, $20,000; principal, $5,000 delinquent; interest current; 
bank reports collateral is ample and no loss is anticipated. 


(8) Beaman Plastics, Portland, Oreg. (Woman part guarantor on an old 
RFC loan.) 


This $30,000 loan was authorized for the following purposes: 


Retire C/M to free collateral Sea oer ee .. 912,100 
Retire balance of purchase price o ; te 10, 515 
WSs cnwme a ‘i GE 7, 385 


Total Paar UO ae 30. 000 


NIT: VOM... .nc one ; 
Appraised value__-- ---- 
Liquidated value 


Guarantor 


Thelma Beaman (60 percent stock) secured by pledge of her stock in borrower 
and assignment ot :ife insurance in an amount not less than $10,000. 

Thelma Beaman was a guarantor on an $83,000 RFC loan to Beaman Plastic 
Products Co.; when Columbia Basin Plastics Co. acquired this busines. in 1953 
it assumed this indebtedness which at that time had been reduced to $58,000 but 
Thelma Beaman was not released from liability. RFC experience very satis- 
factory. 

Notr.—On March 21, 1955, Mr. Hart of RFC advised that the RFC loan was 
paid in full in November 1954. 


Balance Sheet, Nov. 30, 1953 
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Earnings 
Commenced operations in June 1953. Noo 30, 1958 
SUMS AAS hac Wh ih Si tir i sh woes Bd el icles oh "ded Le des dna Seg Pc geen os a ee $65 
RNG BANG De. 0b oss Shh Dins ates arch nada date wnt cee 2d sbhdapastcabare Sad a 8 
DT a incdoadk Dennen sleet anletoune wid denen. slevctte wlbict inciask dainaladesmeuns hecbumels 0 
Fa ein dicen we quake tend atkhen delet naia aodk den nes anche emoiaita 0 


As of December 1, 1953, orders on hand aggregated $40. Thelma Beaman is 
well known in the plastics business and former customers have provided orders 
in a volume greater than applicant has been able to fill. 


Management 


Active in plastic molding since 1928. Thoroughly familiar and experienced 
in all phases of business. Unpaid balance, $25,595; loan current. 


(Banks declined and objected to 
(9) Milton P. Smiley expansion.) 
Waterville, Maine 


On July 7, 1953, fire destroyed the barn, dairy, and equipment of this dis- 
tributor of dairy products. In order to put this business back into operation, 
an SBA loan was approved in the amount of $35,000 which, together with insur- 
ance proceeds of $17,000, provided the necessary funds for payment of construct- 
ing and equipping the new dairy. 











Collateral 
F/A: 
RR tere bk te a ok eee lel $65 
EW ee 8. kt clot oa bh an 65 
Appraised value _-____-_-_-_- erat 5 54 
Liguieeved Value... 2 kes, ’ 38 
Balance sheet, Nov. 30, 1953 
iM iets alain bret arailcrts chal abletocata se CL. .... $45 
Biba s Sotho Pek etd. ot tet sii GOL. 
(VAL on patos Je see ce | a, 4) N/W___-_- : 30 
2 Nene Total__ : 75 
Earnings 
* a et ut : ; | | 
1950 | 1951 | 1952 —. 
I oe OR ee Rn a 42 | 59 114 | 113 
OPES E Ons oh hkiceth ee ce eh eshbshbe ess 6 | 2 5 | 1(6) 
1 Due to fire loss. 
Management 


Experienced and well regarded. However, one of the 3 local banks feels that 
the applicant is expansion minded. Nevertheless, such bank’s past experience 
with applicant has been excellent and bank advised by letter that it would con- 
tinue to provide temporary credit for working capital, if required. Unpaid 
balance, $29,799; loan current. 


(10) Tool Design & Engineering Co., ($61,000 to repay RFC; overdue in- 
Inglewood, Calif. debtedness.) 


This company is engaged primarily in defense work. A $120,000 loan was 
approved for the following purposes: 


a i rt. cht iu su tan dd aehe dene knee $61, 000 
(a) Retire equipment contracts....-..-....------------------------ 18, 000 
eae es ee ee ee ede anne Sawant 41, 000 
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(a) To free collateral. 

(b) Need is due to following: 

(1) Payment to RFC of $24M under the net earnings clause depleted W/C 
funds and caused trade payables to get behind. 

(2) Under policy recently adopted by one of applicant’s largest customers, 
Lockheed Aircraft, Lockheed bills applicant for cast parts delivered to be machined 
and these must be paid by the 10th of the following month, since precision machin- 
ing and outside heat treating takes several weeks, applicant is forced to carry the 
financial load. 

(3) A loss was sustained in 1953, as applicant moved to a new plant, took heavy 
depreciation under certificate of necessity, profit margin was reduced, and tools 
and other expendable items had to be purchased to process increased volume of 
defense orders. 


F/A: 
I i th gs cite ape ka ed swe es aa ie cc ae $181 
DETE I  o vcgt nonin A dn oe needs se eae ie Macrae ee 123 
Appraised value : 215 
Liquidated value 128 


Collateral 


Additional: $5.4 note receivable 


Balance sheet, Dec. 31, 1953 





1953 loss is explained under use of proceeds, above. 


Management 


Experienced and capable. Customers (including Lockheed Aviation) report 
this is one of the best local shops for quality of work performed. Unpaid balance, 
$108,414; loan current. 

(Whereupon, at 1 p. m., the subcommittee recessed, to reconvene at 
2:30 p. m. the same day.) 


AFTERNOON SESSION 


(The subcommittee reconvened at 2:35 p. m., Hon. William L. 
Dawson, chairman, presiding.) 

The CHarrMan. Just before the next witness, Mr. Sweeney, testi- 
fies, Congressman Brown has a statement to make for the record. 

Mr. Brown. This morning, Mr. Chairman, after practically all 
of us had left to answer a rollcall vote in the House, Dr. William 
L. C. Wheaton, professor of city planning at the University of Penn- 
sylvania, and vice president of the National Housing Conference, 
in commenting on Commission Recommendation No. 9, in the 
Lending Agencies Report, said that he was surprised that the present 
Commission did not endorse the action taken by the first Commission 
for consolidating the veterans’ housing mortgage guaranty program 








COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 2()] 


with the Federal Housing Administration’s mortgage insurance 
program. 

he reason why the recommendation of the first Commission on 
this point was not included in this newest report is that the task 
force informed us, the Commission, that the standards for appraisal 
and for determining the adequacy of risk were on a much higher 
plane and insured much sounder administration than the policies 
followed by the Housing Administration in regard to its mortgage 
insurance program. 

As a@ consequence, it was believed by the Commission that it was 
undesirable to take this function from the Veterans’ Administration, 
where it is being done quite well at the present time, and to give it 
to the Federal Housing Administration, which seemingly has much 
lower standards. 

Thank you, Mr. Chairman. 

The Cuarrman. Will you proceed? 


STATEMENT OF T. F. DALEY, DIRECTOR, LEGISLATIVE SERVICE, 
VETERANS’ ADMINISTRATION 


Mr. Daury. Mr. Chairman, I am T. F. Daley, Director of the 
Legislative Service in the Veterans’ Administration. 

Mr. Charles Beck, Deputy Administrator for the Insurance Depart- 
ment, is with the VA group. Mr. Thomas Sweeney, Assistant 
Deputy Administrator for the Loan Guaranty Program: Mr. Poissant, 
Chief Actuary for the Veterans’ Administration, and Mr. Silberman 
of Mr. Beck’s staff, are also present. 

Mr. Chairman, we presented to the committee, under date of June 
16, copies of the report that the Veterans’ Administration made to 
power committee on May 26, and with the permission of the chairman 

will address myself to that report. 

The comments of the Veterans’ Administration, Mr. Chairman, 
deal first with certain recommendations which would affect the loan 
guaranty and direct loan program administered by this agency under 
title III of the Servicemen’s Readjustment Act of 1944, as amended, 
and second, with the recommendation concerning the insurance pro- 
gram of the VA. No particular comment by the Veterans’ Adminis- 
tration appears to be indicated in connection with your request with 
respect to the other recommendations in the report. 

I might say, Mr. Chairman, that to quote from a press release of the 
Veterans’ Administration it might be of interest to your committee to 
note that today marks the 11th anniversary of the World War II 
GI bill, a law that has helped 12 million World War II veterans meet 
their problems of adjusting to civilian life. 

The loan program of the GI bill, Mr. Chairman, now experiencing 
near-record activity, has 2 more years to run, coming to an end for 
practically all World War II veterans on July 25, 1957. 

Under this loan program, some 4 million World War II veterans 
obtained government-guaranteed and insured loans totaling $28.1 
billion. More than 90 percent of the loans, or 3,700,000, were for the 
purchase of homes. Business loans numbered 290,000 and farm loans 
totaled 67,000. 

So far, nearly 900,000 GI loans totaling more than $4 billion have 
been repaid in full. Defaulted loans on which the VA has had to 

64865—55——14 
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make good on its guaranty to lenders numbered only 37,000, less than 
1 percent of all loans granted. 

During the past 11 years, the loan program has experienced three 
distinct peak periods of activity. The first came shortly after World 
War II, in 1947 and 1948, as the demand for housing, long pent up by 
war, finally was unleashed. 

The second occurred in 1950, and was slowed down by the out- 
break of Korean hostilities in June 1950, when construction materials 
became scarce and credit controls were imposed. 

The Nation is now going through a third peak period of GI loan 
activity with veteran Sean applications averaging more than 50,000 
a month for the past year. 

I thought, Mr. Chairman, that that might be of interest in connec- 
tion with this general presentation. 

Recommendation No. 9, Mr. Chairman, of the Commission task 
force provides that no change—or recommends, rather, that no change 
be made in the expiration dates of the loan privileges under the 
veterans’ housing program other than in the direct font program. 

In general, the authority to grant or insure loans made by banks 
and others to veterans under title III of the Servicemen’s Readjust- 
ment Act expires in July 1957, for veterans of World War II, and in 
January 1965 for veterans of the Korean service period. 

You will recall that the title ITI loan guaranty benefits were extended 
to the veterans of the Korean service period by Public Law 550 of the 
82d Congress. The recommendation contemplates that after the 
established terminal dates, the Veterans’ Administration will cease 
guaranteeing or insuring loans made by private capital sources to 
veterans for home, farm and business purposes, and will not make 
direct loans on residential dwellings and farmhouses in areas where 
private capital is not available to veterans, generally, after the ter- 
minal date of the World War II loan guaranty program authorization 
in July 1957. 

This latter aspect would involve implementation of the President’s 
recommendation that the existing direct loan authorization which 
expires on June 30, 1955, be continued until July 25, 1957. 

Apart from our statement, Mr. Chairman, let me interject that 
Senate bill 654 has been enacted by the Congress and has now been 
approved by the President. It was approved yesterday. We do 
not yet have the public law number.! That measure would extend 
the direct loan authority for 2 years—that is, until June 30, 1957—and 
would provide funds at the rate of $150 million per fiscal year to be 
expended in quarterly allocations, minus returns from such sales as 
are made of the direct loans made by the Veterans’ Administration 
in the previous quarter. 

So it is a variable figure, to a certain extent, but permits of a total of 
$150 million. 

Mr. Brown. Now, that is the direct loan itself? 

Mr. Datey. That is the direct loan, Mr. Brown. 

Mr. Brown. That is in line with both the recommendation of the 
Commission and of the President. 

Mr. Da ey. It is in line with the recommendation, except that 
the Presidential recommendation was, and the Commission’s also, 


1 Public Law 88, 84th Cong., approved June 21, 1955. 
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jae the extension be to July 25, 1957, whereas the bill provides for 
une 30. 

Mr. Brown. Well, that is the fiscal year, which is proper, of course. 

Mr. Datey. With respect to an additional extension of the program, 
recommendation No. 9, if adopted and carried out, would not require 
legislative or administrative actions altering the existing situations 
except as to the legislative extension of the direct loan program as 
indicated, and I have just spoken of the effect of Senate bill 654. 

Mr. Chairman, I don’t know whether you wish us to dilate on the 
assumptions which are implicit in the converse of the recommenda- 
tion, as we would in our statement with respect to the effects on 
national economy, or whether you would prefer that we go on to the 
next recommendation. 

Mr. Brown. I think this is sufficient to go ahead and file this. It 
just gives their opinion as to what would happen in the end, of course. 
Of course, that depends on what the Veterans’ Administration will do. 

Mr. Datey. I will proceed to recommendation No. 18. 

Recommendation No. 18 provides that the Government dispose of 
all repossessed housing units held by it as soon as practicable. The 
practices of the Veterans’ Administration in connection with disposi- 
tion of properties acquired in connection with the Servicemen’s 
Readjustment Act program are essentially in accord with this recom- 
mendation. 

The definite policy of this agency is to dispose of properties as soon 
as buyers can be found who are willing to pay reasonable prices. 

Mr. Brown. Well, then, you have no objection to this reeommenda- 
tion. It simply strengthens your hand, as I understand it. 

Mr. Datey. Yes, Mr. Brown. 

Mr. Brown. In other words, the Commission agrees with what 
you are doing. 


STATEMENT OF THOMAS SWEENEY, ASSISTANT DEPUTY ADMIN- 
ISTRATOR, VETERANS’ ADMINISTRATION LOAN GUARANTY 
PROGRAM 


Mr. Sweeney. That is right, sir. 

Mr. Brown. All right. 

Mr. Datey. Recommendation No. 44, Mr. Chairman, is that all 
lending and guaranteeing agencies charge such fees to their borrowers 
as will permit them to reimburse the Treasury for the cost of the 
money advanced to them and cover their own administrative expenses. 

The effects on the operations of the Veterans’ Administration 

Mr. Brown. Now, that is that general recommendation, was it 
not, that was made on all lending agencies? 

Mr. Datesy. So I understand, Mr. Brown. 

Mr. Brown. Yes. 

Mr. Datey. Acceptance of this recommendation would require 
changes in the existing law which contemplates that no charges will 
be made to veteran beneficiaries to cover the administrative cost of 
the loan-guaranty program. 

Adoption of the recommendation would affect the operations of 
the VA in several respects. The collection of a fee as recommended 
would, to a considerable extent, negate the basic philosophy of this 
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program, which was established to provide a special farm of readjust- 
ment assistance and preferential treatment to veterans who served in 
World War II or during the Korean service period. 

This concept is likewise applicable to other readjustment programs 
for war veterans, an essential feature of which has been the furnishing 
by the Government of the administrative service without charge to 
the veteran. 

The suggested change would place the GI loan in the category of a 
service to be purchased, and would require material changes in the 
administration of the program. ‘These would include the collection 
and accounting for fees, which activities would, themselves, entail 
additional administrative expenses which would increase the amount 
of the administrative charge against the veteran if this plan were 
placed into effect. 

The CuairMAn. May I ask a question, Mr. Daley? 

From your experience in carrying out the program, as it has existed, 
would you be in favor of that recommendation? 

Mr. Daxey. Mr. Chairman, I think in the course of our statement, 
we suggest the various critiques of that particular proposal bearing 
always in mind that this is a temporary program now. For World 
War II veterans, it will expire under existing law July 25, 1957. For 
the Korean group of veterans, under the terms of the President’s 
proclamation terminating various benefits, it will terminate January 
31, 1965. 

Now, you have had, as I indicated at the outset, a considerable 
number of veterans who have availed themselves of the privilege of 
the loan-guaranty program. Congress saw fit to remove the gratuity 
which was provided in the original law. It was done under the appro- 
priations act and has been continued in successive appropriations 
acts. 

That was recommended in a report on proposed permanent legis- 
lation by the Veterans’ Administration, because it was felt that it did 
not go to the essence of the benefit that was being provided for the 
veterans under the loan-guaranty program, but other than that, it 
had been the intent of Congress—and apparently has continued to be 
the intent of Congress, as witnessed by the enactment of the Korean 
Readjustment Assistance Act—that veterans would continue to 
occupy and enjoy a certain preferential position with respect to loan 
guaranties, the housing loans primarily, and it was intended that they 
be helped—with limitations—to the extent possible. 

Hence, if you remove this small sum from the overall benefit, there 
is a question, it seems to me, whether or not it is really of sufficient 
importance. 

The administrative cost of the program—and Mr. Sweeney can 
probably discuss this in more detail than I—the administrative cost 
would approximate something like $25 per case, as I understand it, 
and as I said, there would be implicit a discrimination against those 
who have already partaken of the benefits of the program and those 
who come in from World War II until July 25, 1957, and the Korean 
group until the termination date. 

The CuHarrMan. To accept this recommendation would be a 
great departure from the purposes and intent of the Congress as shown 
by legislation, this enabling legislation, that you have mentioned. 
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Mr. Darr. We suggest, Mr. Chairman, that there is a distinction 
between an overall, going housing program which will continue in 
the future, the far future 

Mr. Brown. Your theory is if it is a temporary program, there is 
not sufficient economy involved or additional efficiency to make it 
worth while. Is that your position? 

Mr. Datey. In effect, yes, Mr. Chairman. 

Mr. Brown. That, again, is one of these matters that will have to 
be determined finally by the committee having jurisdiction in the 
Congress. 

The CHarrMan. But it is on these questions of policy that they 
imply here that is so different. 

Mr. Brown. They don’t imply anything. They make recommenda- 
tions. 

The CHarrMAN. They make recommendations on policy, but if 
you follow their recommendations, you have departed from what 
has been the principle- 

Mr. Brown. That is what the Congress must determine or decide. 

The CHatrMANn. We know that, and that is why we are holding these 
hearings, to so determine. 

Mr. Brown. But the only difficulty is this committee will have no 
jurisdiction over legislation in this connection. 

The CHarrMaNn. This committee does have jurisdiction over these 
reports when they are made. 

Mr. Brown. You can’t do a thing about it except criticize. 

The CHarrMaNn. Yes, we can do something about them We can 
criticize them; we can differ with them; we can make the public aware 
of them, and we can make the public aware of the attitudes of 

Mr. Brown. You don’t have to worry about that. 

The CuHarrmaN. It is our duty to do that, and we will do that, but 
it seems to me—— 

Mr. Brown. When the legislation comes up to either put this into 
effect or doing something else, the Veterans’ Affairs Committee will 
first have jurisdiction, not our committee. 

The CuarrmMan. And the Veterans’ Affairs Committee will be 
guided by the findings of this committee. At least they will have 
them before them. 

Mr. Brown. And by the findings of the committee, as well as the 
findings of this committee, and by the testimony as produced at that 
time, the evidence. 

The CuarrMan. That is right, but they will at least start off with 
these hearings, and know the attitude of those who have been carrying 
out these programs in the past. 

When you seek to change policy of an organization that is going to 
end in just a few months 

Mr. Brown. We don’t seek to change policy. We just call atten- 
tion to these things and let the Congress decide whether they want 
to do it or not. 

The CHarRMAN. You recommend a change in policy? 

Mr. Brown. Yes. 

The CuarrMan. If that isn’t seeking to change policy, then I 
don’t know what seeking to change policy is. 

Mr. Brown. We don’t seek to do anything. We seek to report 
back to the Congress only that which the Commission believes in its 
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judgment, the majority of them, is what can be and should be done to 
get the very thing we were instructed to try to get, greater economy 
and efficiency, in the conduct of public business. 

The CuarrMan. Many of these things can be done by reorganiza- 
tion plans. That is right. 

Mr. Brown. Not this you can’t. You can’t change—— 

The CuarrMan. I said many of these recommendations 

Mr. Brown. Some things can be done. You can’t do this by re- 
organization plans. 

The CuatrMANn. And they would come to this committee at that 
time. 

Mr. Brown. There isn’t very much in this report that can be done 
by reorganization plan. Most of it will have to be done through—— 

The CuarrMan. Then if we will at least advise the President. he 
would have before him the feelings of the committee and the feelings 
of all who wanted to testify on the change in sending down a reorgan- 
ization plan. 

If legislation were presented to the Congress, the Members of 
Congress would have the benefit of the testimony that is given at 
these hearings, both by civilians, by those who have been engaged 
in administering the programs, and others who are interested. 

All sections of our citizenry ought to be heard. The veterans’ 
organizations, themselves, ought to be heard. 

Mr. Brown. That is correct. I would like to point out, however, 
that the President does have a special group or committee that is 
going over all of these recommendations and, of course, inasmuch as 
all of these agencies come under his supervision and jurisdiction as 
Chief Executive, and part of the executive branch, he is kept very 
well informed as to the positions. 

The CuarrMan. He is kept informed by his experts; and also a 
duty is upon the shoulders of the Congress, which has something to 
do about it, and this is a committee set up by the Congress; these 
reports are sent to us, and these hearings are being held in accordance 
with the duty that we believe is on our shoulders to bear. 

Mr. Brown. I will be interested in seeing what this committee has 
to say about legislation that provides for the laws dealing with lending 
agencies. 

The CHarrMAN. This committee will have something to say about 
it, its individual members also, regardless of what committee has the 
legislation. Every Congressman can appear before the committee and 
testify. They won’t have to conduct a complete hearing, because they 
will be provided with a report of the findings of this committee, or of 
the testimony adduced before this committee. 

You may proceed. 

Mr. Da.tey. Adoption of this recommendation No. 44, I might say, 
would result in certain economies through the capture of a fee to 
cover certain administrative expenses in connection with the making, 
guaranteeing, and insuring of future loans under the servicemen’s 
readjustment program. 

It would be necessary to employ additional personnel to handle 
the collection and accounting for fees, but it is assumed that the 
charge to the veteran would be in such amount as would be calculated 
to cover these increased items of cost. 
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We can see no increase in efficiency that would be produced by the 
adoption of this recommendation. It is the opinion of the VA that 
the overall effects of this recommendation would be undesirable. 

This view is based upon the fact that it would be run counter to 
the benefit concept of the loan guaranty program. It would involve 
large administrative cost for the conduct of operations and would 
produce an inequity as against the large number of veterans who have 
not yet utilized their loan entitlement, considering that over 4 million 
loan applications had been received cumulative by January 1, 1955, 
and had been processed at public cost, which statement I made 
informally, before, Mr. Chairman. 

Mr. Chairman, I do want to point out that the closing paragraph 
of our report contains a reference to the advice from the Bureau of the 
Budget that there would be no objection to the submission of the 
report to the committee for its consideration. 

However, the Bureau further advises that the relationship of the 
views on the recommendations of the Commission on Organization of 
the Executive Branch of the Government expressed in the report— 
the relationship to the program of the President—has not been 
determined, and that this report shall not be construed as a commit- 
ment regarding legislation which has been or may be proposed to 
carry out the recommendations of the Commission. 

The CHarrMan. I appreciate that. 

Mr. Dauey. Mr. Chairman, our next discussion concerns recom- 
mendation No. 40, as to the Veterans’ Administration insurance activi- 
ties. This recommendation reads that the veterans life-insurance 
program be reorganized on a self-sustaining basis, paying its own 
administrative expenses and be made subject to the Federal Corpora- 
tion Control Act, in order to secure the advantages of more efficient 
organization under that act. 

The information desired by the committee pertinent to this recom- 
mendation can best be provided by general discussion, rather than 
attempting to break the comments down in accordance with the 
specific questions presented. It is believe that the following will 
adequately serve the purposes of this request. 

Under the basic insurance laws, including the World War Veterans 
Act of 1924, as amended, and the National Service Life Insurance 
Act of 1940, as amended, premiums paid on United States Govern- 
ment life insurance and national service life insurance, together with 
the earnings thereon, were constituted trust funds for the benefit of 
the policyholders. 

These laws also specify that the United States shall defray the 
administrative costs of the insurance program. This undertaking on 
the part of the Government is a material part of the insurance con- 
tract. Consequently, legislation to authorize the shifting of the 
burden of administrative cost to the policyholders would be an un- 
warranted change of policy as against present policyholders. 

Furthermore, it is evident that such legislation would be held by 
the Supreme Court to exceed the constitutional powers of the Con- 
gress. Accordingly, it appears that this recommendation of the 
Commission can’t be validly carried out to the extent of placing the 
basic insurance program on a self-sustaining,basis. It may be pointed 
out, however, that virtually all policies currently being issued, as 
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distinguished from those issued prior to April 25, 1951, the date of 
enactment of Public Law 23, 82d Congress, are pursuant to section 
621 of the National Service Life Insurance Act of 1940, as amended, 
which was added by Public Law 23. 

This type of insurance is nonparticipating, the premiums are paid 
into a revolving fund and claims are paid directly from that fund. 
Experience to date indicates that a surplus is dareliostans in this fund 
and will continue to increase in size unless, unexpectedly, mortality 
experience is sharply changed by some unusual development. 

The law doesn’t specifically provide as to the ultimate disposition 
of any surplus in this revolving fund, but it is assumed that it will 
eventually be covered in the miscellaneous receipts of the Treasury, 
and such a surplus may equal or even exceed the cost of administering 
this particular system of insurance, thereby rendering it, in effect, 
self-sustaining. 

If it is intended by this recommendation that a Government 
corporation be established to handle the insurance program, or that 
it be reorganized in some other way which would completely separate 
it from other activities of this agency, there are strong reasons against 
such a move. 

Under the plan of reorganization of the VA established in 1953, 
the insurance program is conducted on a largely self-contained basis. 
However, there still exists valuable relationships with other program 
operations, as well as with staff activities, and these should be pre- 
served in the interest of efficiency and economy. 

As an example, it is highly important that records containing 
information which may bear on entitlement to more than one benefit 
be integrated and readily available. The association and comparison 
of records as between program operations serves to protect both the 
individual and the Government. 

It will not be practical to have the insurance program operated on 
a wholly independent basis with reliance placed solely on its own 
segregated records without having regularly available other pertinent 
records within the VA. 

Furthermore, any legislative or other action to freeze the insurance 
program into a separate organization would interfere with the flexible 
authority possessed by the Administrator under section 1 (b) of the 
act of July 3, 1930 (88 U.S. C. 11) to organize and reorganize most of 
the program activities of this agency as changing conditions and needs 
may indicate. 

One purpose of the recommendation is to make the veterans insur- 
ance program subject to the Federal Corporation Control Act. This 
would involve the inclusion of a business, rather than a trust-fund 
presentation in the annual appropriation estimates and would call 
for a corporation-type audit by the General Accounting Office. 

Considerable modifications in budgetary and accounting operations 
would be required. The Commission has not indicated deficiencies 
in present operations and methods of the insurance activity which 
would be corrected by placing the program under the Corporation 
Control Act, and it is not believed that any substantial advantages 
would result from that recommended change. 

In view of these considerations, Mr. Chairman, it is the conclusion 
of the Veterans’ Administration that in large part, the recommenda- 
tion could not be legally implemented and that to the extent that the 
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recommendation could be validly accomplished, the overall effects 
would not be desirable. 

That concludes our formal statement, Mr. Chairman. 

Mr. Brown. Of course, 2 or 3 things have happened, or are facts, 
as I understand it. No. 1, our Government insurance program for 
veterans wasn’t in such good shape back a few years ago, and there 
have been a great many changes made in the operation down there 
to where it is more efficient and effective and better handled than it 
was when the first Commission made its study. 

Is that not correct? 

Mr. Datry. Mr. Brown, I am going to ask Mr. Beck, the Deputy 
Administrator, to discuss the insurance aspect. 


STATEMENT OF CHARLES G. BECK, DEPUTY ADMINISTRATOR 
FOR INSURANCE, VETERANS’ ADMINISTRATION 


Mr. Brcx. Mr. Brown, that is definitely correct. 

Mr. Brown. I think at that time we found it took about 8 or 9 
times as long to take care of a death claim as private insurance 
companies handled them, and that there were someting like 20 times 
as many incidents of error. 

I had some experience, myself, and every other Member of Congress 
did at that time, and I think partially as a result of some of the 
recommendations made then, and partially as a result of longer 
experience, there has been a great improvement. 

Now, as I understand the situation at the present time, the cost 
of this insurance to the veteran is sufficient to cover all of the adminis- 
tration expenses, and your theory, differing fram the Hoover Com- 
mission’s recommendation here, is that it should be recovered back 
in the Treasury for payments back direct, rather than by charges 
against each individual policy. Isn’t that it? 

Mr. Breck. That is partially true, sir. It refers to policies issued 
since April 1951 under section 621 of the NSLI Act as amended. 

Mr. Brown. At which time Congress had some change. 

Mr. Beck. It does not create a trust fund, and it simply creates a 
revolving fund which is subject to the will of Congress. 

Mr. Brown. That is right, and, of course, the veteran’s life 
insurance policy is a contract with the Government. There is no 
question about that. 

Mr. Brcx. Yes. 

Mr. Brown. Nevertheless, isn’t this true: That the wording of 
that very policy and contract is such that it makes it subject to the 
laws that may be enacted in the future by the Congress? 

Mr. Beck. I think quite definitely it is subject to those laws. 

Mr. Brown. So this could be done, and it is simply a question 
and again something that Congress must determine as a matter of 
policy, whether they want to recover these administrative costs as 
each policy is handled as a part of the premium that is paid, or whether 
they want to recover back as you suggested in the statement that 
was made here by the other gentleman. 

Mr. Beck. You are speaking about the policies issued under 
section 621? 

Mr. Brown. Yes, and I have a note here from the administrative 
assistant to Senator Ferguson, a former judge, and who served on 
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this subcommittee, if I remember correctly, who handled this, and I 
did not, and he expressed the opinion that the action suggested in 
this recommendation would be entirely legal. 

There would be no constitutional question involved. 

Mr. Beck. Insofar as applying to policies issued under the National 
Service Life Insurance Act—— 

Mr. Brown. Providing payment for administrative expenses. 

Mr. Beck. On policies issued subsequent to April 1951. 

Mr. Brown. Well, he seems to have the question in mind that 
it could be done on any of the policies because the provisions in the 
policy is a part of the contract, and I just wanted to state that for the 
benefit of the committee. 

I think that is about all that I have on that. I think there are 
about $37 million in administrative costs affected here. It doesn’t 
make too much difference how we get the money back. 

Mr. Beck. It is decreasing each year. 

Mr. Brown. Yes. Well, of course, we may not—I hope we don’t 
increase the number of veterans all the time. What is the percentage, 
about 4 million veterans get the benefit of insurance out of about 20 
million? 

Mr. Breck. We have about 6 million policyholders. 

Mr. Brown. Out of how many veterans, altogether? 

Mr. Breck. 21 or 22 million. 

Mr. Brown. So a great proportion of the veterans do not get the 
benefit of it, although, of course, if the administrative expenses are 
paid by the taxpayers, then the great majority of the veterans do help 
pay for this benefit to the few, but either way, you get it back. 

It is almost the same. Just so you recover your money. It is 
just a question of procedure; that is all. 

The CHarrMAN. The group of men who enter their service to the 
country can never be repaid for it. 

Mr. Brown. That is correct, and I hate to take a veteran and 
take all his property away from him through the burden of taxation, 
too. I would like him to have the right to invest a little of his own 
money for himself. 

The CHarrMANn. Thank you very much. 

Mr. Datey. Thank you, Mr. Chairman. 

The CuHarrMAN. We will insert the whole statement into the report. 

(The statement referred to follows:) 

May 26, 1955. 
Hon. Wituram L. Dawson, 


Chairman, Committee on Government Operations, 
House of Representatives, Washington 25, D. C. 


Dear Mr. Dawson: This is in further reply to your letter of March 18, 1955, 
requesting that certain information be furnished to the committee with respect 
to the recommendations of the Commission on Organization of the Executive 
Branch of the Government in its report on lending, guaranteeing, and insurance 
activities of the Federal Government. 

The following comments deal, first, with certain recommendations which would 
affect the loan guaranty and direct loan programs administered by this agency 
under title III of the Servicemen’s Readjustment Act of 1944, as amended, and, 
second, with the recommendation concerning the insurance program of the Veter- 
ans’ Administration. No particular comment by the Veterans’ Administration 
seems to be indicated, in connection with your request, with respect to other recom- 
mendations in the report. 
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RECOMMENDATIONS WITH RESPECT TO LOAN GUARANTY AND DIRECT LOAN VA 
PROGRAMS 
Recommendation No. 9 


“That no change be made in the expiration dates of the loan privileges 
under the veterans’ housing program, other than in the direct loan program 
referred to above.” 

1. Effects on operations of VA.—In general, the authority to grant or insure 
loans made by banks and others to veterans under title III expires in July 1957 for 
veterans of World War II and in January 1965 for veterans of the Korean service 
period. The recommendation contemplates that after the established terminal 
dates the Veterans’ Administration will cease guaranteeing or insuring loans made 
by private capital sources to veterans for home, farm, and business purposes, and 
will not make direct loans on residential dwellings and farmhouses in areas where 
private capital is not available to veterans generally after the terminal date of the 
World War II loan guaranty program authorization in July 1957. This latter 
aspect would involve implementation of the President’s recommendation that the 
existing direct loan authorization which expires on June 30, 1955, be continued 
until July 25, 1957. Legislation is now pending in the Congress to implement 
this recommendation of the President. 

Accordingly, recommendation No. 9, if adopted and carried out, would not re- 
quire legislative or administrative actions altering the existing situation except to 
the extent legislative extension of the direct loan program is indicated. 

2. Effects on national economy, etc.—lIt is difficult to predict the effects that this 
recommendation will have on the national economy, private citizens, and private 
enterprises. The home construction industry has played a major role in recent 
years, and is presently doing so, in the maintenance of the national economy. 
Veterans’ home loans have, of course, materially affected this situation, as illus- 
trated by the fact that through the end of 1954 nearly 4 million guaranties had 
been issued since 1944, of which almost 1 million had been issued in the 3 years 
ending December 31, 1954. At the current rate of receipt of new cases, it may 
well be that in the remaining period before World War II entitlement runs out 
in July 1957, another 1 million loans will have been guaranteed. 

The effect of the acceptance of the recommendation is better indicated by eval- 
uating the number of loans, based on experience, that an extension of the basic 
program would permit to be guaranteed. This has been computed as at least 
1 million loans in a 3-year period, and the number might go considerably higher, 
since the availability of private funds for GI loans on favorable terms was greatly 
restricted during most of the 3-vear period of experience on which this estimate is 
based. On the other hand, it must be remembered that acceptance of this recom- 
mendation will not necessarily mean that there will be 1 million fewer homes built 
or home loans made in a 3-year period from July 1957 to July 1960 than would be 
the case if the World War II program were extended. It does seem certain, how- 
ever, that considering the favorable terms available to veterans, a very substantial 
number of loans will not be made on a conventional or FHA basis which would be 
made if there were an extension of the authority to guarantee or insure loans. 
Therefore, it may be expected that the early termination of this program would 
necessarily have an effect on the national economy, as well as on private citizens 
and private enterprises, by removing a significant factor influencing the residential 
construction industry and its related fields. 

3. Effects in terms of economy and efficiency.—No economies or changes in the 
level of efficiency can be attributed to reeommendation No. 9, since it does not con- 
template curtailment or change in operations under existing authority except for 
the limited extension of the direct loan authorization. 

4. Overall desirability or undesirability of the effect of recommendation.—lIt has 
been the position of the Veterans’ Administration that the desirability or undesir- 
ability of extending the loan guaranty program is one of broad legislative policy 
as to which this agency, in reporting on legislation providing for an extension, has 
deemed it inappropriate to make recommendation. The Bureau of the Budget 
has advised in connection with a prior report of the Veterans’ Administration on 
S. 302, 84th Congress, to the Senate Committee on Labor and Public Welfare, 
which bill proposed to extend the terminal date of the World War IT loan guaranty 
authority to July 1960, that the proposed extension at this time would not be in 
accord with the program of the President. If an extension should be planned, it 
would, of course, be preferable to authorize it early so that the veteran public 
would be aware that no rush would be necessary to avoid losing the opportunities 
afforded by the availability of the GI loan assistance. This is of practical impor- 
tance from the standpoint not only of the plans of veterans with respect to home 
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acquisition, but also with respect to the possible effects of an acceleration of 
activity in the later stages of the program on the housing industry. 

Despite recent improvement in the availability of guaranteed loans and the 
further improvements expected as a result of the voluntary home mortgage credit 
activities, there will continue to be certain rural and semirural areas in which 
private loans will be unavailable at the current interest rate of 4% percent for 
purposes of loan guaranty. Therefore, a continuing need exists for the direct 
loan authority, and the Veterans’ Administration has recommended favorable 
consideration by the Congress of pending legislation to extend the direct loan 
authority to July 25, 1957, to make additional funds available therefor, and thus 
to carry out the recent recommendation by the President. 


Recommendation No. 18 


“That the Government dispose of all repossessed housing units held by 
it as soon as practicable.” 

The practices of the Veterans’ Administration in connection with disposition of 
properties acquired in connection with the Servicemen’s Readjustment Act pro- 
gram are essentially in accord with this recommendation. The definite policy 
of this agency is to dispose of properties as soon as buyers can be found who are 
willing to pay reasonable prices. 


Recommendation No. 44 


“That all lending and guaranteeing agencies charge such fees to their 
borrowers as will permit them to reimburse the Treasury for the cost of 
money advanced to them and cover their own administrative expenses.”’ 

1. Effects on operations of VA.—Acceptance of this recommendation would 
require changes in the existing law, which contemplates that no charges will be 
made to veteran beneficiaries to cover the administrative costs of the loan guaranty 
program. Adoption of the recommendation would affect the operations of the 
Veterans’ Administration in several respects. The collection of a fee, as recom- 
mended, would to a considerable extent negate the basie philosophy of this pro- 
gram, which was established to provide a special form of readjustment assistance 
and preferential treatment to veterans who served in World War II or during the 
Korean service period. This concept is likewise applicable to other readjustment 
programs for war veterans, an essential feature of which has been the furnishing 
by the Government of the administrative service without charge to the veteran. 
The suggested change would place the GI loan in the category of a service to be 
purchased and would require material changes in the administration of the pro- 
gram. These would include the collection and accounting for fees, which activi- 
ties would themselves entail additional administrative expenses which would 
increase the amount of the administrative charge against the veteran if this plan 
were placed into effect. 

2. Effects on national economy, etc.—In practical effect, this recommendation 
would apparently involve charging veterans a fee of $25 or more to cover adminis- 
trative expenses. While this would diminish the preferred position of veterans 
with respect to loan credit assistance, it is doubted that it would assume any con- 
siderable magnitude as a deterrent or that it would exercise any considerable 
effect upon the national economy, private citizens, or private enterprise. 

3. Effects in terms of economy and efficiency.—This recommendation would 
result in certain economies through the capture of a fee to cover certain adminis- 
trative expenses in connection with the making, guaranteeing, and insuring of 
future loans under the servicemen’s readjustment program. It would be necessary 
to employ additional personnel to handle the collection and accounting for fees, 
but it is assumed that the charge to the veteran would be in such amount as would 
be calculated to cover this increased item of cost. We can see no increase in 
efficiency that would be produced by the adoption of this recommendation. 

4. Overall desirability or undesirability of the effect of recommendation.—It is 
the opinion of the Veterans’ Administration that the overall effects of reeommenda- 
tion No. 44 would be undesirable. This view is based upon the fact that it would 
run counter to the benefit concept of the loan guaranty program, would involve 
larger administrative cost for the conduct of operations, and would produce an 
inequity as against the large number of veterans who have not yet utilized their 
loan entitlement, considering that over 4 million loan applications had been re- 
ceived cumulatively by January 1, 1955, and had been processed at public cost. 
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RECOMMENDATION AS TO VA INSURANCE ACTIVITIES 


Recommendation No. 40 


“That the veterans’ life insurance program be reorganized on a self- 
sustaining basis, paying its own administrative expenses and be made subject 
to the Federal Corporation Control Act in order to secure the advantages of 
more efficient organization under that act.” 

The information desired by the committee pertinent to this recommendation 
can best be provided by general discussion, rather than attempting to break the 
comments down in accordance with the specific questions presented. It is believed 
that the following will adequately serve the purposes of your request: 

Under the basic insurance laws, including the World War Veterans’ Act, 1924, 
as amended, and the National Service Life Insurance Act of 1940, as amended, 
premiums paid on United States Government life insurance and national service 
life insurance, together with the earnings thereon, were constituted trust funds for 
the benefit of the policyholders. These laws also specify that the United States 
shall be liable for the administrative costs of the insurance program. This under- 
taking on the part of the Government is a material part of the insurance contract. 
Consequently, legislation to authorize the shifting of the burden of administrative 
costs to the policyholders would be an unwarranted change of policy as against 
present policyholders. Furthermore, it is evident that such legislation would be 
held by the Supreme Court to exceed the constitutional powers of the Congress. 

Accordingly, it appears that this recommendation of the Commission cannot be 
validly carried out to the extent of placing the basic insurance program on a self- 
sustaining basis. It may be pointed out, however, that virtually all policies cur- 
rently being issued, as distinguished from those issued prior to April 25, 1951, the 
date of enactment of Public Law 23, 82d Congress, are pursuant to section 621 
of the National Service Life Insurance Act of 1940, as amended, which was added 
by Public Law 23. This type of insurance is nonparticipating, the premiums are 
paid into a revolving fund, and claims are paid directly from that fund. Exper- 
lence to date indicates that a surplus is developing in this fund and will continue 
to increase in size unless, unexpectedly, mortality experience is sharply changed by 
some unusual development. The law does not specifically provide as to the ulti- 
mate disposition of any surplus in this revolving fund, but it is assumed that it 
will eventually be covered into miscellaneous receipts of the Treasury and such a 
surplus may equal or even exceed the costs of administering this particular system 
of insurance, thereby rendering it, in effect, self-sustaining. 

If it is intended by this recommendation that a Government corporation be 
established to handle the insurance program or that it be reorganized in some other 
way which would completely separate it from other activities of this agency, there 
are strong reasons against such a move. Under the plan of reorgarization of the 
Veterans’ Administration established in 1953, the insurance program is conducted 
on a largely self-contained basis. However, there still exist valuable relation- 
ships with other program operations, as well as with staff activities, and these 
should be preserved in the interests of efficiency and economy. As an example, it 
is highly important that records containing information which may bear on entitle- 
ment to more than one benefit be integrated and readily available. The associa- 
tion and comparison of records as between program operations serves to protect 
both the individual and the Government. It would not be practicable to have the 
insurance program operated on a wholly independent basis, with reliance placed 
solely on its own segregated records, without having regularly available other 
pertinent records within the Veterans’ Administration. Furthermore, any legisla- 
tive or other action to “freeze’”’ the insurance program into a separate organization 
would interfere with the flexible authority possessed by the Administrator under 
section 1 (b) of the act of July 3, 1930 (88 U.S. C, 11), to organize and reorganize 
most of the program activities of this agency as changing conditions and needs 
may indicate. 

One purpose of the recommendation is to make the veterans’ insurance program 
subject to the Federal Corporation Control Act. This would involve the inclusion 
of a business rather than a trust fund presentation in the annual appropriation 
estimates and would call for a corporation-type audit by the General Accounting 
Office. Considerable modifications in budgetary and accounting operations would 
be required. The Commission has not indicated deficiencies in present operations 
and methods of the insurance activity which would be corrected by placing the 
program under the Corporation Control Act and it is not believed that any sub- 
stantial advantages would result from this recommended change, 
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In view of the foregoing considerations, it is the conclusion of the Veterans’ 
Administration that, in large part, the recommendation could not be legally imple- 
mented and that, to the extent the recommendation could be validly accomplished, 
the overall effects would not be desirable. 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to the committee for its consideration. 
However, the Bureau further advised that the relationship of the views on the 
recommendations of the Commission on Organization of the Executive Branch of 
the Government expressed herein to the program of the President has not been 
determined, and that this report shall not be construed as a commitment regarding 
legislation which has been or may be proposed to carry out the recommendations 
of the Commission. 

Sincerely yours, 
H V. Hieuey, Administrator. 

The CuatrMan. Would you identify yourself and the gentleman 
with you. 

Mr. Kennepy. I am Miles D. Kennedy, legislative director of the 
American Legion. And on behalf of our organization 1 want to thank 
you and your associates for permitting us to be heard on the subject 
matter under discussion today. 

I have with me the gentleman on my left, Mr. Charles W. Stevens, 
who is assistant director of our national rehabilitation commission. 
Mr. Stevens would like to address his remarks to recommendation No. 
40, Mr. Chairman. And on my right I have with me Mr. John S. 
Mears, who is the administrative assistant of our national economic 
commission which deals with the loans to veterans. 

And each one of these gentlemen, Mr. Chairman, has a short state- 
ment. I would like to have them either read it in full or not, and then 
incorporate the respective statements in the record and let them hit 


the highspots and answer such questions as you gentlemen may care 
to propound to them. 

The CHaiRMAN. We will insert your complete statement into the 
record. And if you will make that statement nan the highspots 


we would appreciate it, because there may come a call for a quorum 
any time. 

Mr. Brown. We are hiding out from an important debate on an 
important bill. 

Mr. Kennepy. We appreciate the time element involved. And 
we will be very glad to put these statements in the record. We wish 
to cooperate with you gentlemen in any way that you see fit. I| 
realize the time is of the essence. With your permission I would like 
to have Mr. Mears take up his discussion first, because he is concerned 
with some of the earlier recommendations. 

Mr. Brown. That will be very helpful. 


STATEMENT OF JOHN S. MEARS, ADMINISTRATIVE ASSISTANT, 
NATIONAL ECONOMIC COMMISSION OF THE AMERICAN LEGION 


Mr. Mears. The recommendations which I am touching upon in 
my statement are numbered 9, 13, 31, and 32. The first one, numbered 
9, addresses itself to the direct loan program of the Veterans’ Admin- 
istration. As the Veterans’ Administration just testified, eligibility 
for guaranteed loans for World War II veterans expires under present 
legislation July 25, 1957. 

The recommendation numbered 9 recommends that the direct loan 
program of the Veterans’ Administration terminate at that date. 
And as pointed out, S. 654, I believe, terminates at June 30, 1957. 
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The reason we speak in objection to this recommendation is that 
we feel that the Government should enter the direct lending field in 
those areas where private capital is unavailable. In the statement 
we point out that we have never advocated the direct-loan program in 
any area where the capital was available so that it would be in com- 
petition with private lending sources. 

We have also tried to cooperate and voice no opinion to the national 
voluntary home mortgage credit program which is an effort to take 
the Veterans’ Administration out of the direct lending field. As of 
now, under this program all applications for direct loans are referred 
to a regional committee composed of representatives of banks, savings 
and loans, and so forth, who see if they can service this loan before 
the VA acts upon it. 

So, as I say, we have always advocated it only where private capital 
is not available. And we have never advocated this extension except 
upon a year-to-year basis, because we feel it should be reconsidered 
every year to see if the need still exists. 

I understand that presently the Veterans’ Administration has cut 
down their backlog of applications. However, there are still approxi- 
mately 8,000 pending. So, our opposition to this recommendation 
is that it is arbitrary in picking a date as to when the need will exist. 

It may be that the need will exist longer; it may be that it will 
terminate sooner. And it seems to not take into consideration the 
fact that the Korean eligibility will extend until January of 1965. And 
there may be a need for the direct-loan program after that date in 
those areas where private capital is unavailable. 

Mr. Brown. May I ask a question at that point. Isn’t it a fact, 
though, that Congress and, of course, the President have recom- 
mended this as well as the Commission—that the Congress has been 
faced with the necessity on a lot of things in connection with veterans’ 
affairs as well as other matters to fix some termination date; and then 
as time passes and events develop they have been extended, as you 
gentlemen well know—and especially in connection with veterans— 
to cover what happened and to make certain that there is no injustice 
worked. 

I have sat on rules committees where we have extended laws a 
number of times in dealing with veterans as you know— insurance, 
and the right to convert, and other things. Is that not correct? 

Mr. Mears. That is true; yes, sir. 

Mr. Brown. So, don’t you have to set a target date? 

Mr. Mears. Yes, sir. 

Mr. Brown. You cannot leave it as a permanent thing. 

Mr. Mears. We have never recommended that it be extended for 
more than just from year to year so that each year it could be recon- 
sidered. 

Mr. Brown. You have no objection to extending it to 2 years; 
have you? 

Mr. Mears. No, sir. 

Mr. Brown. All right. That is all. 

Mr. Mears. The other three recommendations are numbered 30, 
31, and 32 and concern themselves with the Farmers Home Adminis- 
tration. They are found on page 65. 

While this program is not in the strict sense a veterans program, the 
present legislation requires that preference be accorded applications 
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received from veterans. Over the past years, veterans have by far 
been the greater percentage of the recipients of the assistance given 
by this agency. In 1950 veterans were 99 percent, and in 1951 they 
were 97 percent, and from 1952 to the present time veterans have 
approximated 98 percent of the recipients of the benefits of this pro- 
gram. 

So, from all practical purposes, it is a veterans program. So, we 
felt that we should speak upon the recommendations. 

The statement generally covers the fact that we have no opposition 
to recommendation number 30 which requires that the applicants be 
screened very carefully. And, in fact, we understand that the agency 
does try to do this. We do feel, however, that recommendations 
numbered 31 and 32 in a sense try to change the program so that it 
would approximate a sound economical basis from a business stand- 
point. And we feel if they were carried into effect they would in 
effect defeat the purpose or the concept of the program. 

Mr. Brown. Well, you don’t object to the Government putting 
anything on a sound economical basis if it can, do you? 

Mr. Mears. No, sir. 

Mr. Brown. Then, if it is a subsidy, don’t you think we should say 
so openly and publicly and frankly? 

Mr. Mears. Yes, sir. 

Mr. Brown. For instance, the G. I. bill of rights was a subsidy, and 
we said so and everybody understood it. 

Mr. Mears. Yes, sir. What I am saying is this: certain programs 
of the Government have been developed over a long period of time and 
the present pattern of them today is evidently the considered judgment 
of Congress. And they have not—all of the purposes for which they 
are instituted take into consideration more than merely running it on 
a sound financial basis. Certain of these things are in the public 
interest. 

Mr. Brown. You don’t object where it is possible to do so? 

Mr. Mzars. No, sir, not where it is possible. 

Mr. Brown. And where it is not possible to do so, let the subsidy 
be made know? 

Mr. Mears. That is the general essence of the statement. 

Mr. Brown. Then we are not too much in disagreement I suppose. 

Mr. Mears. We don’t think in this particular program that it can 
be put on a purely economical basis from a financial standpoint and 
still serve the purposes. That is our opinion. 

Mr. Brown. Well, it is a matter of policy. If it should not be, then 
that is something else again. It should be an open subsidy? 

Mr. Mears. ‘That is right. 

The CuarrmMan. Did I understand you to say that 90 percent of 
the Farmers’ Home Administration applications are from veterans? 

Mr. Mears. Yes, sir. I have the figures from 1947 on. 

The CuHarrMan. I didn’t know that; because after World War J 
we had a saying “How are you going to get them down on the farm 
after they’ve seen Paris?”’ 

Mr. Brown. I am not so sure that the Government or anybody else 
is doing the veteran a favor when he gets him down on the farm right 
now. We would be helping him if we kept him off of the farm. 

Mr. Mears. From 1947 on I have the figures. They were 55 
percent in 1947; 79 percent in 1948; 78 percent in 1949; and from 1950 
on they hovered between 97 and 99 and 98 percent. 
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The CHarrMAN. Thank you very much. 

Will you make your statement now. 

Mr. Stevens. Yes, Mr. Chairman. 

The CHarrmMan. Your full statement will be entered in the record, 
and also yours, Mr. Mears. 

(The prepared statement of Mr. Mears is as follows:) 


STATEMENT OF JOHN S. MEARS, ADMINISTRATIVE ASSISTANT, NATIONAL EcoNoMIC 
’ 
COMMISSION, THE AMERICAN LEGION 


Mr. Chairman and members of the committee, on behalf of the American 
Legion, I would like to express my appreciation to you for the opportunity of 
appearing before you to present our views with reference to certain recommenda- 
tions made by the Commission on Organization of the Executive Branch of the 
Government with respect to lending agencies. 

The recommendations which concern the American Legion are numbered 9 
(p. 31); 30, 31, and 32 (p. 65). Recommendation numbered 9 concerns us since 
it addresses itself to the veterans’ home loan program administered by the 
Veterans’ Administration. The latter three concern the American Legion since 
they address themselves to the Farmers’ Home Administration, Department of 
Agriculture, which Administration gives preference to loan applications from 
veterans. : 

The American Legion has never advocated Government competion with private 
lending agencies. We are quite sure that the members of this committee are 
aware of the fact that the American Legion, in supporting the direct loan program 
of the Veterans’ Administration, has always limited its support to those areas 
where private capital is unavailable and, further, we have never advocated the 
program’s extension for more than on a year-to-year basis. Undoubtedly, you 
are also aware of the fact that we voiced no opposition to the national volunteary 
home mortgage credit program which was instituted as an effort to take the 
Veterans’ Administration out of the direct-lending field. We telieve, therefore, 
that no one concerned here differs in concepts or philosophies to any creat degree, 
but we do believe there is a wide divergence of opinion as to application. 

From a study of history, we can see how our Government’s activities have 
changed from the early days of the Republic to the present time. These changes 
have been necessary to cope with changing conditions. With possibly one or two 
rare exceptions, each change has been the result of considerable thought and 
deliberation on the part of the Government to the end that our present pattern 
must be viewed as the considered judgment of Congress. 

We come now to the specific difference of opinion between the American Legion 
and the recommendations of the Commission mentioned hereinabove. The 
American Legion supports the present principle, as set forth by Congress, which 
permits the Federal Government to give financial assistance to individual veterans 
in those areas where private capital is unavailable. When we speak of areas we 
mean both geographical areas and business areas since, as a practical matter as 
far as an individual is concerned, capital is as much unavailable whether the reason 
be that he lives in a particular location or that his economic situation is such that 
he does not measure up to private financial lending criteria. It is our belief that 
the present programs of Government direct loans, in their inception, were never 
intended to be a form of competition for private capital, but were intended to be a 
source of capital to those individuals whom private capital could and would not 
service. The American Legion therefore cannot support, and we must oppose, 
any measure which would prohibit direct loans to those individuals whose need is 
real but cannot be satisfied by private sources. It appears that the recommenda- 
tions mentioned seek such a result and in our opinion would adversely affect 
veterans’ interests. The report in question apparently seeks to justify these 
results, partly on private lending criteria and partly on statements to the effect 
that the need for Government assistance no longer exists, without giving any 
facts upon which the conclusion is based. 

If we of the American Legion were informed that the Veterans’ Administration 
no longer had any applications for direct loans we certainly would not urge the 

yovernment to compete with private lenders and support a continuance of the 
direct loan program, but such is not the fact. We know that the Veterans’ 
Administration has thousands of such loan applications from veterans who cannot 
get a loan from private sources. While this situation exists, the American Legion 
must oppose any recommendation which sets an arbitrary date to discontinue the 
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program. It cannot be ascertained with certainty whether or not the Commission 
bases its recommendation upon an assumption that at that time there will be no 
need for the program, or whether they are saying that it is their belief that there 
should be no such program regardless of the need. If the latter is the reason, 
the American Legion opposes the recommendation upon principle. If the former 
is the reason, the American Legion opposes the recommendation on the basis 
that it is arbitrary since we do not believe the Commission can prognosticate 
when the need will cease to exist. It could be sooner; it may be later. 

We oppose the recommendations with reference to the Farmers’ Home Admin- 
istration upon the same basic principles. We believe that it is the Government’s 
duty to assist individuals who are turned away by private money lenders. 
Because of the preference accorded veterans in this program, by far the greater 
percentage of the individuals who receive assistance from this agency are 
veterans. We, therefore, feel not only justified but compelled to speak upon this 
program though it is not in the strict sense a veterans’ program; since nevertheless, 
it is as a practical matter. 

If the Commission believes this assistance program should either be discon- 
tinued or run on a basis which approximates private standards, regardless of the 
need for the program and leaving out of its considerations the benefit directly or 
indirectly derived from it, we must speak in opposiion. As to recommendation 
No. 30, we do believe that applicants should be examined carefully to be sure 
that loans are made to those individuals whom the law contemplated should be 
eligible. We feel however that if recommendations Nos. 31 and 32 were carried 
out, the purpose for which the program was instituted would be defeated. The 
Farmers’ Home Administration is more than a lending institution. It furnishes 
help and guidance, as well as financial aid, to those who seek its assistance. Those 
who are eligible for its assistance must be ineligible for private loans. If you 
raise its requirements to approximate a private bank, which must operate at a 
profit, you will be defeating the program and, in effect, changing your present 
concept. 

The American Legion cannot support such a change. We believe that this 
program, as well as the Veterans’ Administration’s loan program, results in many, 
many benefits to the country as a whole, both directly and indirectly. The 
Farmers’ Home Administration’s program cannot help but overlap into the area 
of conservation of natural resources, and both programs create new wealth in the 
form of property. We believe chat such activity on the part of the Federal 
Government in those areas where the need is real, and there is no other source of 
capital available, is in the public interest and is justified. 

We cannot concur with the general tenor of the Commission’s recommendations 
that if the financial policies of the Government in these areas do not approximate 
those of private institutions, they should either be abandoned or materially 
altered to the extent that the purpose for which they were created is defeated. 
Further, we feel that the benefits derived from these programs at least equal their 
administrative costs. 

We have commented upon the direct loan phase of the Veterans’ Administra- 
tion’s home loan program since it was related by the Commission to the guaranteed 
phase of that program. These benefits are to expire for World War II veterans 
on July 25, 1957, the date the Commission recommended the direct loan program 
terminate. 

The American Legion has passed a resolution urging the Congress to extend 
the eligibility of World War II veterans. However, we do not believe this is a 
subject which should be considered at this time, unless the members of the com- 
mittee would care to inquire about it. We mention this because the Commission’s 
recommendation arbitrarily sets the time limit for direct loans to coincide with the 
present expiration dates for World War II veterans, without any apparent con- 
sideration for the needs of Korean veterans whose present eligibility extends to 
1965. 


STATEMENT OF CHARLES W. STEVENS, ASSISTANT DIRECTOR, 
NATIONAL REHABILITATION COMMISSION OF THE AMERICAN 
LEGION 


Mr. Stevens. Mr. Chairman, my appearance is to record the 
opposition of the American Legion to implementation by the Congress 
of recommendation No. 40 which is that the veterans life insurance 
program be reorganized on a self-sustaining basis paying its own ad- 
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ministrative expenses and be made subject to the Federal Corporation 
Control Act in order to secure the advantages of more efficient organi- 
zation under that act. 

I may say, Mr. Chairman, and members of the committee, that this 
has had the serious consideration of the American Legion. It had the 
insurance advisory board’s careful study after the first Commission 
made its recommendation that a Veterans Insurance Corporation be 
created. 

The recommendation of the task force to that Commission, of the 
management engineering survey firm which conducted an inquiry 
into Veterans’ Administration operations, and of collaborating com- 
petent insurance men of private concerns, was unanimous that there 
be a reestablishment of the insurance service within the Veterans’ 
Administration to effect a better insurance operation. They recom- 
mended—though the Commission at that time did not agree—that 
there be a Department of Insurance created which would be headed 
by a Deputy Administrator responsible to the Administrator of 
Veterans Affairs. That was done on September 7, 1953. 

Mr. Brown. May I interrupt you there. 

Mr. Stevens. Yes, sir. 

Mr. Brown. Now, you do treat that as a trust fund today? 

Mr. Stevens. There are two trust funds, Mr. Brown. There is the 
United States Government life insurance trust fund created in 1919 
and the national service life insurance trust fund created in 1940 in 
the Treasury; yes, sir. 

Mr. Brown. And, of course, that was one of the great interests of 
the first Hoover Commission, that we be certain that this was secure 
for the veteran. But I want to take this opportunity, Mr. Chairman, 
if I can, to say to you, Mr. Stevens, that in my opinion—and I am 
stating this personally—in my opinion there has been a great improve- 
ment in the administration and the efficiency of the insurance program 
within the Veterans’ Administration in the last few years. 

You are to be complimented for that. And I hope that that may 
continue. Perhaps you can get even better. 

Now, the only difference between the Commission and your point 
of view, as I understand it, is whether this money should be recovered 
policy by policy, or whether it can be recovered back into the Treasury 
later on out of the so-called profits or excess that may be created. 

Is that right? 

Mr. Stevens. Mr. Brown, you have spoken of two phases of the 
recommendation. May I briefly say, sir, that as to the first my state- 
ment will show that there was a definite need that something be done 
when the first Hoover Commission operated; that at that time there 
were over 16,000 VA employees handling 6.1 million policies. Today 
there are under 8,000 handling 6.4 million. The administrative cost 
is only about $4 per policy per year—insignificant. 

Mr. Brown. And you got your cost down now to where it is pretty 
comparable with private life-insurance companies, which was some- 
thing you didn’t have before. And that is one reason why I say you 
made such good progress. 

Mr. StEvENs. Yes, sir. 

Now, as to the other phase, sir, attached to my statement is a report 
of our legal consultant, which was prepared at my request on April 
29, 1955, after Milo J. Warner of Toledo—— 
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Mr. Brown. My great personal friend. 

_ Mr. Srevens. Our past national commander, who is chairman of our 
insurance advisory board, asked whether or not the cost of adminis- 
tration could be charged to contracts heretofore entered into. 

We do not believe, sir, that they can. And this committee could 
ascertain that. 

Prospectively, sir, undoubtedly they could be so charged. 

Mr. Brown. That puts me in quite a dilemma, Mr. Chairman, 
because Mr. Warner is not only one of my close friends, but he is one 
of the most able attorneys in Ohio. Senator Ferguson is also a great 
attorney, and they don’t seem to agree. And I never knew a time 
when any lawyer could agree. 

The Cuarrman. ‘We are very, very grateful to you for your fine 
contribution to our hearing. 

Your prepared statement will be inserted in the record in full. 

(The prepared statement of Mr. Stevens is as follows:) 


STATEMENT OF CHARLES W. SrEvENs, AssIsSTANT Director, NATIONAL 
REHABILITATION COMMISSION, THE AMERICAN LEGION 


Mr. Chairman and members of the committee, my appearance for the American 
Legion is for the purpose of discussing Recommendation No. 40 in the report of 
March 14, 1955, on Lending Agencies, made to the Congress by the Chairman 
of the Commission on Organization of the Executive Branch of the Government. 

Recommendation No. 40 is ‘‘That the veterans life insurance program be re- 
organized on a self-sustaining basis, paying its own administrative expenses and 
be made subject to the Federal Corporation Control Act in order to secure the 
advantages of more efficient organization under that act.” 

The brief discussion in chapter VI, titled ‘Veterans’ Life Insurance,” in the 
report shows that the present Commission merely reiterates the recommendation 
of the earlier Commission that the Veterans’ Administration insurance operations 
be separated from all other programs of the Agency and that the business be 
conducted by a, Government corporation. 

The American Legion gave careful consideration to the proposal when first 
made. Attached to this statement is an excerpt of minutes of a meeting of 
February 6 and 7, 1950, of the insurance advisory board of the American Legion 
which shows that our board members present then saw no basis for the creation 
of a corporation as proposed. It was brought out that the Commission’s task 
force, the firm of management engineers it employed, and a group of competent 
insurance executives from private business cooperating with it, all agreed that 
there should be a reorganization of the insurance operations within the Veterans’ 
Administration. None recommended creation of a corporation. It was recom- 
mended that a Department of Insurance, headed by a Deputy Administrator 
responsible to the Administrator of Veterans’ Affairs, be established. This was 
done on September 7, 1953. 

A penetrating survey of the Veterans’ Administration’s insurance operations 
was made by the first Commission. The present Commission appears to have 
made no inquiry whatsoever. The Agency has done an amazing job since the 
first Commission submitted its report. The Veterans’ Administration offices in 
which the business was conducted have been reduced from 13 to 4. There is 
presently an insurance center in the District of Columbia, and there are district 
offices at Denver, St. Paul, and Philadelphia. Personnel employed exceeded 
16,0€0 when the first Commission scrutinized the operations. Today, less than 
8,000 employees are engaged in the work. In 1949 about 6.1 million policies 
were in force; today, 6.4. In addition to the savings in costs effected by the 
tremendous personnel reduction and in rentals through consolidation of offices, 
positive savings have resulted through adoption of improved procedures and 
installation of mechanized equipment. The American pt iam is satisfied that 
the establishment of the Department of Insurance in the Veterans’ Administra- 
tion has accomplished what the first Commission’s task force wanted done; is 
satisfied that the insurance business is administered in an efficient and economical 
manner in the interest of insureds and their beneficiaries. 

We must report to this committee that we see no need for disturbing the 
status quo, 
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As to that part of recommendation No. 40 which seeks to have the policy- 
holders bear administrative costs, this needs to be said: The present cost per 
ear per policy was reported to be approximately $4, when the Deputy Admin- 
istrator for Insurance of the Veterans’ Administration appeared before the Sub- 
committee on Insurance of the House Committee on Veterans’ Affairs on May 
26, 1955. 

‘As mentioned above, a total of about 6.4 million United States Government 
and National Service life insurance policies are in force today. For all practical 
purposes, no new United States Government or participating National Service 
ife insurance policies may be issued. The issue was stopped by an act of April 
25, 1951. 

‘attached to this statement is an opinion expressed for me April 29, 1955, by 
Mr. John J. Corcoran, legal consultant of our staff. It will be observed by this 
committee that he reasons that contracts of USGLI and NSLI heretofore entered 
into cannot be impaired. We contend that administrative costs, as recom- 
mended by the Commission, cannot be charged to the policyholders of such con- 
tracts. The committee will certainly want to make its own inquiry, as regards 
the legality of accomplishing this goal of the Commission recommendation. 

National service life insurance, issued to veterans of service since April 25, 
1951, is nonparticipating. About 300,000 veterans’ special term insurance poli- 
cies of this type have been issued to date. The House Select Committee on 
Survivors Benefits is expected to report a bill shortly which would terminate 
the right of veterans to secure this insurance. A premium overcharge of about 
40 percent for this insurance has created a surplus in the revolving fund, estab- 
lished in the Treasury, into which all premiums are paid and from which pay- 
ments of obligations are made. In effect, then, these policyholders are paying 
the administrative costs. 

In conclusion, it should be stated that the American Legion opposes the pro- 
posals made in recommendation No. 40. 





ExcERPT oF MINUTES OF FEBRUARY 6 AND 7, 1950, MEETING OF THE INSURANCE 
Apvisory Boarp, THE AMERICAN LEGION, RELATING TO FEBRUARY 24, 1949, 
Report OF THE First HOOVER COMMISSION’s RECOMMENDATION REGARDING 
VETERANS’ ADMINISTRATION INSURANCE OPERATIONS 


The board had hoped, when meeting in Washington March 1 and 2, 1949, to 
discuss the report of the Hoover Commission on Organization of the Executive 
Branch of the Government in reference to insurance administered by the Vet- 
erans’ Administration. The report was not then available, having been released 
only as the board concluded its meeting. The members of the board, having 
had an opportunity to study carefully the report in the meantime, deemed it 
advisable that the minutes show the consensus following discussion in this meeting. 

The board noted that resolution No. 315 was unanimously approved by the 
3lst Annual National Convention of the American Legion, assembled August 29 
to September 1, 1949, at Philadelphia, Pa.; upon recommendation of the mem- 
bers of the Convention Committee on Rehabilitation who were delegates from 
58 departments versed in veterans’ affairs. This resolution requires that the 
American Legion urge Congress to reject that portion of the report of the Hoover 
Commission which pertains to the activities of the Veterans’ Administration and 
requires that the organization oppose removal of the insurance business from 
the jurisdiction of that agency. 

On February 24, 1949, Chairman Herbert Hoover of the Commission on Organ- 
ization of the Executive Branch of the Government submitted the Commission’s 
report on veterans’ affairs to the presiding officers of both Houses of Congress. 

This report contained a discussion of the mutual life insurance business admin- 
istered by the Veterans’ Administration. Setting forth the Commission’s idea 
of what should be done for better insurance operations, as to reorganization of 
veterans’ affairs, recommendation No. 3 proposes creation of a Government 
corporation, This is the recommendation: 

“The Commission recommends that the insurance operations of the Veterans’ 
Administration, including the processing of death claims from beneficiaries, be 
separated from all other programs of the Administration and be organized as 
a Government corporation, under the Government Corporation Act of 1945. 
The Administrator should be president, with authority for day-by-day operations 
vested in an executive vice president and general manager, appointed by the 
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Administrator. The Administrator should also be given authority to appoint 
& part-time advisory board.” 

On March 2, 1949, Chairman Herbert Hoover submitted to Congress the report 
of the Commission’s Committee on Veterans’ Affairs. This is the report of the 
task force designated by the Commission to survey certain Veterans’ Administra- 
tion activities. House Committee Print No. 13, 81st Congress, Ist session, 
contains this task force report. 

The makeup of this task force is as follows: 


Committee in charge 


oe D’Olier, chairman, director, the Prudential Insurance Company of 
America 

John A. Stevenson, president, Penn Mutual Life Insurance Co. 

Edmund Fitzgerald, president, Northwestern Mutual Life Insurance Co. 

Paul F. Clark, president, John Hancock Mutual Life Insurance Co. 

Survey director for insurance 

Valentine Howell, vice president and actuary, the Prudential Insurance Company 
of America 

The task force advised that its report was based, in the main, on a study of 
the VA made for it by the Trundle Engineering Co., management engineers, and, 
as respects insurance activities of the VA, remarked that the report. embodied 
also the results of studies made by insurance men under the direction of the 
task force. 

These eminent executives of private insurance companies did not recommend 
the creation of any veterans’ insurance corporation. hey proposed a reorgani- 
zation of the insurance service within the Veterans’ Administration, headed by 
a deputy of the Administrator of Veterans’ Affairs who would be in charge of a 
Bureau of Insurance of the Veterans’ Administration. 

The report of the Trundle Engineering Co. on the Veterans’ Administration 
to the Commission on Organization of the executive branch of the Government 
is contained in House Committee Print No. 14, 81st Congress, Ist session. It was 
submitted to Congress March 2, 1949, as a study of the Veterans’ Administration 
prepared for the Commission’s consideration. Mr. Hoover furnished it to the 
Speaker of the House of Representatives. 

These management engineers did not recommend creation of a veterans’ 
insurance corporation. Like the insurance-minded executives of the task force, 
these specialists in business management recommended reorganization of the 
insurance service within the VA. They proposed establishment in the Veterans’ 
Administration of a Department of Insurance, with a deputy of the Administra- 
tor of Veterans Affairs answerable for its operation. 

Mention was made in the task force report of the results of studies made by 
insurance men under its direction. Acknowledging the assistance of the task 
force on veterans’ affairs, the Commission recognized assistance on the insurance 
phase also by: 


Albert F. Jaques, vice president, the Prudential Life Insurance Co. of America 

William R. Cunningham, Paul C. Sanborn Associates, of New York City 

Roland Mangini, manager, planning department, John Hancock Mutual Life 
Insurance Co, 

Mason Sears, of Boston, Mass. 

Victor Henningsen, comptroller, Northwestern Mutual Life Insurance Co. 


The board took due notice of the fact that the Commission itself, in making 
this recommendation, apparently ignored, and did reject, the advice of the task 
force which it appointed to survey the Veterans’ Administration, The Board 
found it difficult to understand why the Commission recommended establishment 
of a governmental corporation, contrary to the considered advice of able and 
experienced insurance executives and management specialists after the penetrat- 
ing surveys made of the Veterans’ Administration Insurance Service by, and 
under the direction of, the task force. 

It does appear that the Commission intended that a body corporate to admin- 
ister the insurance be established within the Veterans’ Administration as the 
Commission’s report shows the Veterans’ Life Insurance Corp. as one of the 
segments of that agency. The board is constrained to believe that the adoption 
of the corporate structure would tend only to produce a diffusion of responsibili- 
ties and controls. 

Members of the board, who served in the Armed Forces in the First World War, 
recall the intolerable situation confronting veterans upon release from active 
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service. The Bureau of War Risk Insurance administered laws relating to 
insurance and compensation; the United States Public Health Service was res- 
ponsible for medica] examinations and such medical care as was obtainable; and 
the Federal Board for Vocational Education was empowered to furnish voca- 
tional rehabilitation for veterans handicapped by disability resulting from service. 

Those were the days when veterans shuttled from pillar to post. Chaos 
obtained. Conditions were so bad that the then President of the United States 
appointed a citizens committee to do something about confusion and inefficiency 
resultant from the distribution among three separate and distinct governmental 
agencies, without a common authority, designated by law to carry out the various 
services to veterans. This committee was composed of: 


Charles G. Dawes, chairman Franklin D’Olier 

F. W. Galbraith, Jr. Milton J. Foreman 
Mrs. Henry R. Rea Mable T. Boardman 
Thomas W. Miller T. V. O’Connor 
John L. Lewis Henry 8. Berry 


Theodore Roosevelt, Jr. 


The committee found an utter lack of central control over these three agencies 
and such other cooperative governmental departments and bureaus as were 
utilized to be the inherent fault demanding correction. 

Congress enacted, and on August 9, 1921, the President approved, legislation 
establishing the United States Veterans’ Bureau, an independent bureau headed 
by a director, to which were transferred the functions, powers, and duties, relat- 
ing to veterans affairs which, up to that date, were conferred upon the Bureau of 
War Risk Insurance, the Federal Board for Vocational Education, and the 
United States Public Health Service. 

That consolidation resulted directly and promptly from submission of the 
report of the citizens committee. World War I veterans were thus taken off the 
merry-go-round and dealt with this one agency. Economies were effected in 
operating costs, improved service resulted and countless duplications of effort 
were eliminated. 

As President of the United States, the Honorable Herbert Hoover included, in 
his state of the Union message to the 71st Congress in 1929, the recommendation 
that a single agency be established to bring together the United States Veterans’ 
Bureau, the Pension Bureau, and the National Home for Volunteer Soldiers, 
because of his conviction, he stated, that the consolidation would effect efficiency, 
economy, and more uniform administration and better definition of national 
policies. 

Congress enacted, and on July 3, 1930, he approved, the legislation authorizing 
creation of the Veterans’ Administration. This amalgamation, conceived by the 
Chief Executive of the Nation, made it possible for veterans of all wars and of 
peacetime service, and their dependents, to have the benefit of the type of service 
which could best be provided through dealing with one agency in all their affairs 
relating to benefits and privileges granted by the Federal Government. 

During the 31 years of its existence, the American Legion has had a deep and 
abiding interest in the insurance business conducted by the Federal Government 
for members of the Armed Forces and veterans. 

Annual national conventions since 1919, annual conventions of the 58 depart- 
ments in that period, national and department executive committees, national 
and area rehabilitation conferences, the national rehabilitation commission and 
this insurance advisory board have thoughtfully considered the measures that 
would provide for policyholders and their beneficiaries the insurance protection 
and the service to which entitled. 

The American Legion wants the most efficient and economical administration 
possible but wants no economies effected which would impair service to policy- 
holders and their beneficiaries or which could violate the integrity of United 
States Government or national service life insurance contracts or the sanctity of 
the insurance trust funds. 

The American Legion wants no return to the deplorable state of affairs of 30 
years go. This board must base its conclusions upon experience. Experience 
dictated establishment of one Federal agency to administer veterans affairs. 
Dispersing veterans activities again to several different, some new, agencies would 
be a backward step, one leading so confusion, inefficiency, and greater administra- 
tive costs. Greater efficiency and economy of operation in administration of vet- 
erans affairs can be obtained within the framework of the Veterans’ Administra- 
tion. 
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The board is mindful of the fact that the American Legion has been the greatest 
critic of the Veterans’ Administration insurance operation. For 31 years the 
organization has offered constructive criticism and has insisted constantly upon 
improvement of service. Members of the more than 17,000 posts are in con- 
tinuing contact with all war veterans. They hear the complaints when policy- 
holders and beneficiaries fail to get the service to which they are entitled. These 
complaints channel through the organization and are relayed to the Veterans’ 
Administration in order that corrective measures can be taken in the individual 
cases and in procedures which have proved to be faulty. Day-by-day representa- 
tion is afforded policyholders and beneficiaries by the more than 1,700 accredited 
representatives of this recognized organization in connection with their insurance 
accounts and claims in the Veterans’ Administration. They have an intimate 
knowledge of the business and are ever watchful of the operation. Their obser- 
vations afford a sound basis for presentations made to the agency to permit 
officials to cure defects. 

The Trundle study (ch. 23, p. 195, House Committee Print No. 14) remarks 
that ‘‘From its inception the Veterans’ Administration has benefited from the 
advice and constructive criticism of organized groups who have been construed 
as spokesmen and representatives of former members of the Armed Forces or 
their dependents.”’ The statement was also made that “It has been demonstrated 
that accredited full-time representatives, irrespective of their sponsorship, do 
valuable work in connection with cases that otherwise would have to be done by 
Veterans’ Administration personnel.” 

The study by these management engineers convinced them, as they state, that: 
“This policy of recognition offers a corollary benefit to the Veterans’ Administra- 
tion as well as to the veterans themselves. The close working of its personnel 
with well-informed but independent groups serves to provide a source o1 con- 
structive criticism of procedures, rulings, and possible activities that is most 
wholesome. Service organizations through their executive offices in Washington 
and elsewhere maintain a vigilant watch over its activities and are not hesitant 
to express pertinent comment when it seems desirable. A number of the service 
organizations contribute materially to the operation of veteran affairs by appear- 
ing by invitation before congressional committees. They either advocate or 
oppose proposed measures and thus permit examination by the public as to the 
merit of sucn proposals.”’ 

The insurance advisory board voted to report to the national rehabilitation 
commission that: “It is the well-considered and unanimous opinion of the insur- 
ance advisory board of the American Legion that all improvements in veterans 
insurance service can and should be made within the existing structure of the 
VA. The board 1s definitely opposed to creation of a Government corporation, 
such as proposed by the Commission on Organization of the Executive Branch of 
the Government, or any separate agency. In this connection, there is serious 
doubt in the minds of the insurance advisory board concerning the legal integrity 
and constitutionality of transferring the United States Government and national 
service life insurance funds to a body corporate or governmental agency not es- 
tablished on a basis entirely consistent with the creation of these trust funds.’’ 


ApRIL 29, 1955. 
Memorandum to: Charles W. Stevens, Assistant Director. 
Subject: Recommendation No. 40, report of Second Hoover Commission on 
lending agencies. 

The Commission on Organization of the Executive Branch of the Government 
(Second Hoover Commission) submitted its report on lending agencies to the 
Congress in March 1955. Recommendation No. 40 urges ‘‘That the veterans 
life-insurance program be organized on a self-sustaining basis paying its own 
administrative expenses. * * *”’ The provisions of existing law which are 
affected provide that the United States shall bear the expenses of administration 
and the excess mortality and disability costs resulting from the hazards of service 
(World War Veterans Act 1924, sec. 300; National Service Life Insurance Act, 
1940, as amended, sec. 606 and sec. 607). 

The question has arisen whether, as to existing contracts, recommendation 
No. 40 is legally objectionable. It is my opinion that the question must be 
answered in the affirmative upon the ground that the proposal would violate the 
due process clause of the fifth amendment to the Constitution. 

This memorandum is intended to establish that the fifth amendment protects 
property, that contracts are property, that Government life-insurance policies 
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are contracts, that, generally, the United States cannot impair contracts, and 
that, accordingly, the United States cannot restrictively modify existing Govern- 
ment life-insurance policies. 

The fifth amendment to the Constitution of the United States, a limitation 
upon the Federal Government, provides that no person shall “be deprived of life, 
liberty, or property, without due process of law.” Valid contracts are property, 
whether the obligor be a private individual, a municipality, a State, or the United 
States. Rights against the United States arising out of a contract with it are 
ake by the fifth amendment (United States v. Central P. R. Company, 118 

J, S. 235; United States v. Northern P. R. Company, 256 U.S. 51). 

War-risk-insurance policies are contracts of the United States (Lynch v. United 
States, 292 U. S. 571). That the contracts of war-risk insurance were valid when 
made is not questioned (Lynch v. United States, ibid). National service life- 
insurance policies are contracts of the United States and they possess the same 
legal incidents that other Government contracts possess (Woodward v. United 
States, 167 F. 2d 774, C. A. 8). 

Because the insurance policies are contracts, they are property and create 
vested rights (Lynch v. United States, supra). When the United States, with 
constitutional authority, makes contracts, it cannot directly or indirectly impair 
or repudiate them (Perry v. United States, 294 U. 8. 330). The due-process clause 
prohibits the United States from annulling these contracts unless, indeed, the 
action taken falls within the Federal police power or some other paramount 
power (Lynch v. United States, supra). The practice of economy is not such a 
power (Lynch v. United States, supra). 

In summary, the question presented has been answered by decisions of the 
Supreme Court of the United States. The leading case is Lynch v. United States, 
(292 U. S. 571). The following excerpts from that opinion are completely 
applicable to the situation under discussion: 

“Tn the administration of all Government business economy had become urgent 
because of lessened revenues and the heavy obligations to be issued in the hope 
of relieving widespread distress. Congress was free to reduce gratuities deemed 
excessive. But, Congress was without power to reduce expenditures by abrogating 
contractual obligations of the United States. To abrogate contracts, in the 
attempt to lessen Government expenditure, would be not the practice of economy, 
but an act of repudiation. ‘The United States are as much bound by their con- 
tracts as are individuals. If they repudiate their obligations, it is as much 
repudiation, with all the wrong and reproach that term implies, as it would be if 
the repudiator had been a State or a municipality, or a citizen.’ Sinking Fund 
cases (99 U. S. 700). 

‘As consideration for the Government’s obligation, the insured paid prescribed 
monthly premiums (White v. United States, 270 U. 8S. 175, 180). True, these 
contracts, unlike others, were not entered into by the United States for a business 
purpose. The policies granted insurance against death or total disability without 
medical examination, at net premium rate based on the American Experience 
Table of Mortality and 3% percent interest, the United States bearing both the 
whole expense of administration and the excess mortality and disability cost 
resulting from the hazards of war. In order to effect a benevolent purpose heavy 
burdens were assumed by the Government. But, the policies, although not 
entered into for gain, are legal obligations of the same dignity as other contracts 
of the United States and possess the same legal incidents.” 

It is my opinion, accordingly, that any modification of existing contracts, such 
as that proposed by recommendation No. 40, would be unconstitutional as being 
violative of the fifth amendment. 

Joun J. Corcoran, 
Legal Consultant. 


The CHarrMaAn. We have only two other witnesses. 

Mr. Brown. I wonder if Mr. Burger wants to testify or wants to 
submit a statement. 

We have a rolleall on. And I am going to have to leave. 

Mr. Burcer. I realize the inconvenience to you Members of 
Congress. 

I can just as well file that statement of mine. 

The CuarrMan. That will be fine. We appreciate that. 
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Mr. Burcer. And on the concluding page of our report we indi- 
cate concurrence with certain recommendations of the Hoover 
Commission. And there is a supplemental statement I would like 
to have included in the report in my statement that I filed with the 
clerk. 

The CHarrMAN. We will be happy to do that. We are happy 
to receive your original statement and a supplemental statement, 
and we will file it. We thank you very much for coming in and 
accommodating us. 

(The prepared statement and the supplemental statement of Mr. 
Burger is as follows:) 


STATEMENT OF GEORGE J. BuRGER, Vick PRESIDENT, NATIONAL FEDERATION 
oF INDEPENDENT BusIngEss, WASHINGTON, D. C. 


I am George J. Burger, vice president in charge of legislative activities, National 
Federation of Independent Business, 740 Washington Building, Washington, 
D. Our national headquarters are located in Burlingame, Calif. We also 
maintain division offices at New York City, Cincinnati, and Chicago. 

It must be understood by Members of Congress that no officer or group of 
officers is permitted to speak for the federation as to its position on any legislative 
or economic problems unless so directed by a nationwide poll. of our members. 
The entire membership is polled and the results of these polls give the executive 
officers the authority to act in behalf of the members. 

The federation has a vital stake in the successful administration of the Small 
Business Administration Act. It will be found from the record of the hearings 
before the House and Senate Banking and Currency Committees in May 1953, 
that the federation’s — was in full support of the proposed legislation with 
only one exception. Je recommend that full control of the agency rest with the 
Administrator and that he be subject only to control of the Congress of the United 
States. Our position today, through nationwide vote, remains the same as it 
was in May 1953. 

The federation has in its employ approximately 200 field representatives who 
are calling on small businessmen every day of the business week and they are in a 
position to get firsthand information on the success or failure of the Small Business 
Administration in carrying out the will of Congress. Further, the federation, 
through its head offices at Burlingame, Calif., and its Washington office, receives 
considerable numbers of requests for information from our membership as to 
procedure under the Small Business Administration Act as to loans. In fact it 
can be safely said that better than 80 percent of the inquiries as they apply to 
SBA from all sections of the Nation rest on the needs for financial assistance. "The 
Washington office alone, during the life of the act, has assisted many hundreds 
in giving them the necessary information on procedure to follow in their contacts 
with SBA. At the same time, we have kept the Members of Congress acquainted 
with information coming from their districts on such inquiries. 

We have a very vital stake in the success of the Small Business Administration 
Act. We are not unmindful of the fact that if there are deficiencies in the ad- 
ministration of the act, it would act as a boomerang to the federation. Conse- 
quently, we are watching developments to bring about a successful administration 
of the act, and let it be understood for the record that the closest liaison and 
cooperation has existed between our office and the head office of SBA for a year or 
more. 

As a result of the mail reaching our head office at Burlingame, Calif., or the 
mail directed to the Washington office from members of the federation—all 
independent businessmen, it can be said without a question of doubt that they 
desire this agency to stand on its own two feet—full control and management 
of the agency to rest with the agency itself, and not be made a part of any other 
agency of the Government or have any controls vested in any other agency of 
the Government as to the overall policy of the Small Business Administration. 
Control of the agency should rest with the Administrator and the Congress 
itself. 

The position the federation is taking as to the continuance of the agency is 
ratified and confirmed by two recent nationwide polls of its entire membership. 
The results of the two polls are as follows: 

Poll No. 1: 76 percent for, 22 percent against, 2 percent no vote. 
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Poll No. 2: 84 percent for, 11 percent against, 5 percent no vote. 

It is to be noted, Mr. Chairman, that the first poll was made in or around 
October 1954 and the more recent poll was completed within the past 60 days. 

In our appearances during the present session of Congress before the House and 
Senate Small Business Committees and the House and Senate Banking and 
Currency Committees we made six specific recommendations as to the overall 
operation of the Small Business Administration. I would therefore request the 
privilege of making these recommendations a part of the record of this hearing. 

Let it be noted for the record that it is our opinion the Hoover Commission and 
its members are to be complimented for the tremendous undertaking in exploring 
the various operations within our Federal Government. We are sure that the 
results of these studies, wholly nonpartisan, will go a long way to bring about 
improved methods or corrective practices within the operation of the Federal 
Government. 

With reference to the recent report of the Commission as it applied to lending 
agencies of the Government, and that part of the report which applies to the 
Small Business Administration Act, it is our belief that the present operation of 
the Small Business Administration does not run in conflict with, or in duplication 
of the operations of the Department of Commerce. Small-business people of the 
Nation are beginning more and more to look to the Small Business Administration, 
the agency whose activities are devoted exclusively to the problems of small 
business, which was the intent of the Congress in the creation of the act. We 
desire to have this agency stand by itself and at no time be made a part of the 
Department of Commerce. 

We do agree with the Commission’s recommendation where it states, page 91 
of the report: ‘‘The lending activities of this agency should not be operated in a 
manner which will impose any burden on the general taxpayer.”’ It can be said 
that small business, nationwide, would concur in these important findings, and 
that small business is not interested now or heretofore in any financial “handouts.”’ 

On the same page of the Commission's report, section (c) of recommendation 
No. 39 it states: ‘‘That, in the meantime, it should charge sufficient interest to 
earn its operating expenses arising out of lending and to pay interest to the Treas- 
ury on Government funds equal to the cost of money to the Government.”’ 
There can be no objection from small business to this recommendation. It must 
be understood, however, that the agency itself is in its infancy, and it might be 
said operating just a little over a vear, and as the saying goes ‘‘Rome wasn’t built 
in a day”’ and we feel certain that if the agency proceeds in its operatins in con- 
forming to the will of the Congress it will return to the Government any expense 
that the Government incurs. 

The members of the Commission may rest assured that we in the federation 
are closely watching the operations of the agency and that we will be one of the 
first to report to the Commission or any other agency of the Government if we 
find an improper application of the agency’s operation. 

Thank vou, Mr. Chairman, for the opportunity to appear before your com- 
mittee, and it’s our hope, for the good of the Nation, that the Commission con- 
tinues its splendid operation. 





SUPPLEMENTAL STATEMENT OF GEORGE J. BURGER 
RECOMMENDATIONS FOR SMALL BUSINESS ADMINISTRATION 


1. We believe that any and all top employees of SBA should have full and thor- 
ough knowledge of the basic problems of small business. They should have a 
human feeling for the problems facing small business. This should be a requisite 
before they go into a position. 

2. The regional advisory board appointed by the agency should meet more 
often with the regional directors so that the directors will have more direct infor- 
mation on what is going on in their areas. 

3. We believe the committee should reexamine the appointments made to the 
National Advisory Board as it may be found that some of the members of that 
Board are a long way from an understanding of small business or being representa- 
tive of small business. 

4. A more aggressive action on the part of SBA to secure a greater share of 
Government business, and particularly to exercise its right to take prime contracts 
where same can be channeled through groups of small business in the respective 
industries. We found in mary areas that competent small engineering firms, for 
example, would be able to handle effectively prime contracts, singly or in groups, 
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and possibly at lower cost to the Government. We urge special action by the 
committee in its direction to the agency on this. 

5. We believe that the committee should explore the privilege extended to the 
regional offices in making loans up to $50,000 without consulting Washington. 
We would like to have the committee satisfy itself that in this permission there are 
no impediments and that it means just what it says. 

6. Our final recommendation, and we believe a very important one, so that the 
constructive help of SBA is not impaired through no fault of its own, is that we 
urge your committee to give special consideration and attention in making known 
to the antitrust agencies that they institute a more vigorous, consistent enforce- 
ment of the antitrust laws as the failure to enforce these laws can result in not 
alone destruction to small business but to defeat the intent of Congress in financial 
aid to small business. 

The CHarrMan. We have with us the Farmers Union. We are 
faced with the same proposition. We have to go over to answer the 
call to vote on a legislative matter. Now, you may file your state- 
ment, or we can come back if necessary. But if you wish to file your 
statement we will receive it now. 

Mr. Baker. We had rather testify. 

Mr. Brown. May I ask if all the other farm organizations were 
requested to testify or submit statements? 

Mr. Henperson. None were requested; these people asked to 
testify. 

Mr. Brown. I see. 

The CHarrMan. Then we will be in recess. We will be right back 
after the rollcall. 

Mr. Baker. Thank you, sir. 

(A short recess was taken.) 

The CHarrMAN. The next witnesses are Mr. Baker and Mr. 
McDonald. 

I am sorry we had to interrupt you, Mr. Baker. But it is one of 
those things that is necessary in the life of a Congressman. 

Mr. Baker. It is quite all right, Mr. Chairman. 


STATEMENT OF JOHN A. BAKER, LEGISLATIVE ASSISTANT TO 
THE PRESIDENT, NATIONAL FARMERS UNION 


Mr. Baker. For the record, Iam John A. Baker, legislative assistant 
to president James G. Patton of National Farmers Union, the Nation’s 
fastest growing farm organization. 

We have a rather lengthy prepared statement discussing in con- 
siderable detail the Hoover Commission recommendations for Federal 
lending agencies relating to farming. I shall not take the time of 
your committee to read the statement but will request that it be made 
a part of the record at this point in my statement. 

1 should now like to make a brief oral statement regarding the 
Hoover Commission recommendations on Federal lending agencies. 
Our organization is in full accord with the dissenting reports filed by 
Commissioners James A. Farley, Chet Holifield, and Joseph P. 
Kennedy. 

A very close study of the reports of the Commission and of its task 
force fail to reveal any important recommendations with which we are 
in agreement All of the recommendations related to Federal credit 
programs for farmers appear to be designed to greatly reduce the 
effectiveness and efficiency of the agencies in carrying out the activities 
they were designed by Congress to perform. These recommendations 
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have little, if anything, to do with organizational structure but if 
taken seriously and enacted into law would go a long way toward 
tearing down completely the relatively effective farm credit program 
that has been built up through several decades of bipartisan effort. 

The CuarrMan. Do you feel the necessity for those farm credit 
programs has vanished? 

Mr. Baker. In the last 2 years, Mr. Chairman, with the Eisenhower 
sliding-scale philosophy in effect with respect to the economics of 
farming, the need for these credit agencies is growing rapidly day by 
day. 

In fact, the income of farmers, as you know, sir, has tumbled 25 
percent in only 2 years’ time. President Eisenhower’s Secretary of 
Agriculture has taken 57 different steps that we haven’t enumerated 
to lower prices or to decrease services to farmers in the last 2 years. 

The CuHarrMan. Those steps are named in your full statement; are 
they? 

Mr. Baker. Only a part of them, sir. 

As we understood the Hoover Commission idea, it was to concern 
itself with organizational structure matters. Most of the recom- 
*mendations appear to be driven straight at the heart of the policies of 
the bipartisan farm program and relatively little is said about struc- 
tural organization at all. 

Without going into the individual recommendations, except as your 
committee may desire to do so in the question period, the farm 
credit system recommendations can be characterized as having the 
effect of increasing interest rates to farmers and their cooperatives and 
reducing the availability of funds. The recommendations respecting 
the Farmers’ Home Administration would largely eliminate that 
agency from its yardstick function and would so greatly raise interest 
rates and other charges that it would be largely powerless to perform 
the function of assistance to low-income farm families for which the 
agencies were designed, for which President Eisenhower himself has 
recommended expanded rather than reduced Federal attention. 

The recommendation that Commodity Credit Corporation price- 
support loans be abolished would go a very long way through indirec- 
tion toward abolishing the Federal farm price support program. Even 
sliding-scale price supports cannot successfully operate with purchase 
agreements as the only authorized method of support. The recom- 
mendation that all administrative and experimental costs be loaded 
into premiums of the crop insurance policies is completely unrealistic 
and grossly unfair to farmers and would be disruptive and detrimental 
to the national welfare. 

May I summarize briefly by saying that National Farmers Union 
is flatly opposed to all of the Hoover Commission recommendations to 
destroy the usefulness of the Commodity Credit Corporation, of 
Farmers’ Home Administration, of Federal Crop Insurance Corpora- 
tion, and of Farm Credit Administration. 

It is most difficult for us to believe that responsible serious-minded 
citizens who had studied these programs at all and the problems they 
were set up to meet could with clear and unclouded minds come up 
with a list of such far-reaching radical departures from the relatively 
effective programs that have been hammered out on the anvil of 
decades by Congress. 
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After Mr. Angus McDonald, assistant coordinator of legislative 
service of National Farmers Union has presented our views concerning 
the Hoover Commission recommendations that would have the effect 
of abolishing the rural electrification program, we shall be happy to 
spend as much time with the committee as you desire discussing in 
detail our specific objections to the various recommendations. 

Mr. McDonald. 


STATEMENT OF ANGUS McDONALD, LEGISLATIVE SECRETARY 
NATIONAL FARMERS UNION 


Mr. McDonatp. Mr. Chairman, I have no prepared statement. 
My basic statement is the statement which Mr. Baker referred to at 
the opening of his testimony and incorporates our views on the rural 
electrification administration and other lending agencies. 

I desire, however, to supplement in a small way the basic statement. 
I will comment briefly on the Rural Electrification Administration 
and its history because the attacks on it have become very heavy 
during the last year or two and especially at the present time in the 
recommendations of the Hoover Commission. 

Various statements have been made before this committee and in 
press and other places to the effect that the rural electrification 
program was made possible only by means of vast subsidies from the 
United States Federal Treasury. I wish to, in connection with that, 
ask permission to insert into the record table 5 of the last annual report 
of the Rural Electrification Administration. 

(Table 5 is as follows:) 


U.S. DEPARTMENT OF AGRICULTURE, RuRAL ELecrrificATION ADMINISTRATION— 
MONTHLY STATISTICAL SUMMARY, RuRAL ELSCTRIFICATION PROGRAM 


TaBLe 5.—Borrowers’ payments of interest and principal, cumulative totals as of 
Mar. 31, 1955 











amount paid _- 


Distribution, transmis- Consumer Total ¢ "aa 
| sion, and generation facilities | Total, all loans 
Item | —_______— Saas | selina caIicintinicrel ee 
| | | 
Interest Principal |Interest | Principal Interest | Principal Total 
7 2 | | } } } 
All borrowers— | 
amount paid ----_.|$199, 935, 654/$379, 829, 628/$674, 823/314, 791, 693/$200, 610, 477/$394, 621, 321/$595, 231, 798 
Active: } | | 
Amount due and | 
paid !_. 197, 773, 527| 281, 893,023) 553, 500) 13, 703, 857) 198, 327,027) 295, 596, 880) 493, 923, 907 
Advance pay- | | | 
ments ce te 82, 230, 626 ee A deiaaathice E J 82, 230, 626) 82, 230, 626 
Overdue more | 
than 30 days ?___| 116, 356 342, 112) 44 45, 540 116, 400! 387, 652 504, 052 
Number of bor- | 
rowers with: | | | 
Overdue}! 
amounts - - - - -- ll 15} 1 4 12 19} 19 
Advance pay- 
ments ss ical iat s sastliaciliie+-- cr 762 72 
Lean ropete: | | 
| 


2, 162, 127) 15, 705, 979| 121, 323 1,087,836! 2,283,450) 16,793,815) 19,077, 265 
| | 





! Includes amounts on notes declared due and paid in full by borrowers. : k 
2 Excludes $37,237 principal and $7,241 current and deferred interest outstanding which has been fore- 
closed. 


Source: Monthly Statistical Bulletin, Electric Program, No. 169, May 1955. 
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Mr. McDonatp. Table 5, Mr. Chairman, is this material here. 

Summarizing the figures in table 5, it is seen that during the life of 
the program, interest payments have amounted to $200,610,477. 

Payment in advance of due dates amount to $82,230,626. Bor- 
rowers over the life of the program have paid $595,231,798. In 
another document, table 14 of the 1953 annual report of the Rural 
Electrification Administration, the so-called profit figures are given 
in connection with REA. I would like, Mr. Chairman, to ask per- 
mission to insert another small table in the record, table 14, which 
gives the statement of income and expenses of REA from inception 
to June 1953. 

The CHarrMAN. Without objection, that will be done. 

(Table 14 is as follows:) 


TABLE 14.—Statement of income and expenses of REA from inception to 
June 30, 1953 


LENDING OPERATIONS 


. ce Ceilittins 
Inception to | Fiseal year umulative 








Item June 30, 1922 1953 to June 30, 
1953 
a jae $195, 565, 333 $35, 407, 034 $233, 972, 367 
Expense: 
Interest expense - __ - ea ‘a whe oon 149, 967,982 | 35, 937, 891 | 185, 905, 873 
Provision for possible losses on loans. ----------- ; 1, 875, 654 | 647, 021 2, 522, 675 
Uae k inecage tenes po o323 2. sus deE Ess 151, 843, 636 36,5°4.912 | 188, 428, 548 
Net income from lending operations_-----_------ wa ceode 43, 721, 697 1, £22, 122 | 45, 543, 819 
ADMINISTRATIVE OPERATIONS 
Expense: | 
Salaries and expenses, provided through appropriations 
CE nich. « pata whens bh eee ARE Kasndas - sys cpnishe = casmcint $66, 944, 448 $7, 867, 716 $74, 812, 164 
Equipment retired from service-__-_---.....-.--- | 289, 149 23, 190 312, 339 
Net administrative expemses_--__._....-..-.--- ae | 67, 233, 597 7, 890, 906 75, 124, 503 


Mr. McDonavp. Thank you, sir. 

According to one of the figures listed in this table, the Rural Elec- 
trification has netted a so-called profit of $45,543,819. That is after 
the cost of money to the Government. Thus, this effectively refutes 
the contention that REA is subsidized by the Government. 

One further point. I am informed by REA that not included in 
this table are the administrative expenses which amount over the 
years to—the figure is approximately $75 million, which would leave 
net cost to the farmers and other taxpayers only approximately $30 
million from the beginning of the program to the time when this table 
was published. 

I submit to the committee that this is a very small sum compared 
to the vast benefits which farmers and others have derived from the 
rural electrification program. 

You will recall in the early days of REA that 90 percent of farmers 
were without any electrical service at all, and that the private electric 
power companies refused to bring electric power service to these com- 
panies. 
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Coming to Congress—and it is in the record of all the appropria- 
tions hearings from the beginning down even into this hearing—that 
the funds were not needed and statements were made to the effect 
that farmers didn’t want electricity, and that anyway, if they did, 
they didn’t have the money to pay for it. 

I would like to point out one other fact, and then I will close, Mr. 
Chairman, in regard to the cost of elec tricity. -The enormous amounts 
of electricity presently used on American farms is due only to the fact 
that it is low-cost electricity. Farmers could not, with certain types 
of machinery and appliances, afford to buy much electric ity at 10 and 
12 cents a kilowatt, which they had to pay in the thirties. 

Farmers could not afford to use very much electricity. Therefore, 
there would not be the great volume or amounts of power distributed 
or consumed on American farms, and therefore, the rural electrifica- 
tion projects, the project areas, the areas served by the cooperatives, 
would immediately fold up. 

If you raised the interest rate to the point where you had to in some 
instances double the price or more than double the price, then the 
demand would fall off, less electricity would be sold, and the project 
would become unfeasible. The cooperative would go into bank- 
ruptcy, and it would also mean that no new generation and transmis- 
sion cooperation could be formed. 

It would mean that about 500,000 farms at the present time who do 
not enjoy electricity—it would mean the program would come to a 
dead stop and would fold up completely overnight. 

I thank you, Mr. Chairman. That concludes my statement. 

The CHatrMAN. Do you feel that the saturation point has about 
been reached for electricity to the farms? I think someone said that 
95 percent of the farms now have electricity and that there is not much 
more need for the service. 

Mr. McDonatp. Mr. Chairman, there is a great need on the farms 
in remote areas who do not enjoy electricity, but the big problem, as I 
am told by officials in the Department of Agric culture, the big problem 
is the vertical expansion of the rural elec trification. program, and [ 
mean by that the bringing in and increasing the powerloads, bringing 
in new lines, new transformers, new generating systems, which will 
help fill the needs of the farmers and others. 

Now, the consumption on American farms has been doubling about 
every 4 years since the program started. It is expected that this 
demand will continue to double over the years, every few years. We 
have reached a point now where REA is bursting at its seams, and I 
think it is a false assumption that the program—the REA—has done 
its job and now may get out of the picture. 

Mr. Henperson. I would like to ask Mr. Baker this question: 
You may recall, if you were here at the time that the Small Business 
Administration ‘testified, that a distinction was made between the 
5 percent which the Farmers’ Home Administration must pay on 
loans and the 3 percent which those who use the services of the Small 
Business Administration must pay on loans. 

Do you know if there is any particular reason for that discrepancy? 

Mr. Baker. That is a very interesting point. The Senate of the 
United States and the Senate Agriculture Committee was very much 
interested to find that the Department of Agriculture back in January 
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had secretly raised the interest rates on disaster loans of the Farm 
Home Administration from 3 percent to 5 percent. 

It leaked out to the public only about a couple of months later. 
The Senate Agriculture Committee was up in arms. They could not 
understand the basis for any such thing. 

They held very brief hearings* and by unanimous vote reported a 
bill to the Senate floor ordering the Secretary of Agriculture to reduce 
those interest rates from 5 percent back down to 3. That bill passed 
the Senate by a unanimous vote. 

We mentioned the fact that you just brought out in our testimony 
to the Senate Agriculture Committee on that and pointed out that we 
saw no reason whatsoever for the discrepancy between the two rates. 

Mr. Henperson. What is the present status of it now? 

Mr. Baker. The Secretary is adamant. He says it still ought to 
be 5 percent, even for the disaster loans, and the House is going to 
act. The House has not acted yet. It has it under consideration. 

As a matter of fact, your question leads me to observe that on the 
face of it, it would seem that the Eisenhower administration must be 
getting increasingly embarrassed by having the Hoover Commission’s 
recommendations around here. 

I have watched a series of witnesses come before your committee 
here the last few days, and every one of them had to point out that 
these recommendations of the Commission, and particularly the 
recommendations of the task forces, were just simply so completely 
disruptive of programs that the public weal would be kicked out the 
back window, and most of the people, including veterans and farmers 
and laborers in the United States would simply be kicked down to 
the economic sub-basement and treated as second-class citizens. 

Now, I went over these task force recommendations on lending 
agencies. I have been trying to keep up with public farm affairs for 
about 28 years, and there is not a single name in that list that I 
recognized as knowing anything at all about farm credit or about the 
problems that farmers have or the way that farmers in south Arkansas 
or northwest Wisconsin or anywhere else is trying—who knows how 
they have to grub around to try to make a living. 

Now, I did notice that in Mr. Hoover’s thank-you note, in his 
letter of transmittal to the Congress, he says that he wants to thank 
the Task Force Chairman, Mr. Paul Grady, ‘of Price Waterhouse & Co. 

Now, Price Waterhouse & Co., as I underst and it, is a public utility 
auditing firm, and their main function is to advise public utility 
private-profit ‘corporations how they can make more profit at the ex- 
pense of people who buy their services or at the expense of tax writeoffs 
to the Government, or what other way they can get increased profit 
margins or to State or State-public regulatory commissioners into 
raising the profit margins that they are allowed. 

There is nothing particularly immoral about that, but it seems 
kind of funny to turn the farm credit program over to those people 
and say ‘“‘You are just the boys we want to kick the farmers of the 
United States in the face.”’ 

The CHatrMan. When you read a list of the men who comprise 
that task force and what they have been doing all their lives, they 
certainly would have to get their information from sources other than 
that they have used every day in order to be in a position to make 
these recommendations, wouldn’t they? 
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Mr. Baker. I believe that members of the Commission have actu- 
ally said that they were embarrassed by the recommendations of the 
task force and hope that they wouldn’t be brought up in these hearings. 
I have been told that that was actually placed in the record of your 
hearings here yesterday or the day before. 

Now, I know that all of those men on the Commission are extremely 
busy people. They must have been largely influenced by the advice 
and reeommendations that came to them from the task force. 

Mr. Henpverson. The task force stated: 

During recent years, commercial or cooperative agricultural credit has been 
generally available on sufficiently generous terms so that any farmer entitled to 
credit can obtain it. 

And they generally recommend that the lending and insurance 
functions of the Farmers’ Home Administration and related super- 
vision of buyers be discontinued. 

Now, would you agree with that premise? 

Mr. Baker. Two points. One is that the statement, the alleged 
statement of fact is both erroneous and brutal in human terms, and 
the second, apparently they didn’t even have any communication with 
the White House, because at the same time this was being recom- 
mended, the White House was preparing recommendations that say 
just the opposite, that there are nearly 2 million farm families in the 
United States with such extremely low incomes that the Eisenhower 
administration even is going to make a big nationwide long-term 
effort to try to do something about those problems, and there was 
just a lot of great big tears about it in the President’s message to 
Congress. 

Now, there wasn’t very much when you got down to the action 
recommended even from President Eisenhower, but he recommended 
even in those minor recommendations a $30 million increase in 
Farmers’ Home Administration lending authority, just quite a bit 
opposite and in entirely a different direction from abolishing the 
agency entirely. 

The CuarrMAN. It is notable from the list of those named in the 
task force that only one man seemed to have come from a farming 
area, and that would be W. W. Campbell, of Forest City, Ark., presi- 
dent of the National Bank of Eastern Arkansas. 

He is a graduate of the University of Arkansas, member of the 
Federal Board, Federal Reserve Bank of St. Louis, and he dissented 
from these opinions of his colleagues. 

Mr. Campbell does not concur in the recommendation that the 
lending and insurance functions of Farmers’ Home Administration 
and related supervision of borrowers be discontinued. 

Also, he does not concur in the recommendations which would alter 
the organization of the financial arrangements of the programs of the 
Rural Electrification Administration. It has been Mr. Campbell’s 
experience that the programs of the Farmers’ Home Administration, 
both on the local and State level, are conducted by efficient, conscien- 
tious, and able employees, and he is confident that another agency less 
familiar with the yeneral program of the disaster loans could not do 
as good a job as the group now engaged in this, which he considers a 
necessary and worthwhile program. 

Mr. Baker. I thank the chairman. 
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The CuairMan. He is the only one in that group who seemed to be 
anywhere near the farm areas and who has had any dealings with 
them. And from his experience—limited though it might have been— 
he disagreed with the rest of them and their conclusions. I am very 
grateful to you for coming here. I am only sorry that you did come 
at the end of it and that the occasion arose as it did. But your 
statements will be filed; your remarks will be put into the record and 
will be given to the public. And you have rendered a public service 
in what you have done this afternoon. 

Mr. Baxer. For the purposes of emphasis, I would like to read 
one of the concluding paragraphs in our prepared statement to this 
effect: 

The Hoover Commission Farm Credit recommendations are long steps in the 
wrong direction. We had thought that the Eisenhower sliding-scale philosophy 
was already moving too fast in the wrong direction; but President Eisenhower is 
timid compared to Hoover when it comes to his attempt to dismantle the farm 
program. If a sliding scale is ‘‘only a step’”’ as President Eisenhower has termed 
it, then these Hoover ideas are leaps in the wrong direction. 


And one other thing I would like to say: When the Veterans’ 
Administration witness left the stand a moment ago, I went over to 
him and congratulated him. And the reason I did, as I told him, 
was that he was the only one of these administration witnesses that 
I have heard come up here before your committee these days—now, 
all of them know that these recommendations are wrong, and in their 
prepared statements they tell you that they were wrong; but under 
cross-examination from one member of your committee who seemed 
to want to take the entire time of the committee, all of these witnesses 
except the Veterans’ Administration witness folded under that rather 
rude cross-examination that took place. Mr. Chairman, certainly 
we appreciate your courtesy in coming back here from your other duties 
and listening to our presentation of our views. 

The CHAIRMAN. I am only sorry, as I said, that we did not have 
you testify earlier, maybe before some of the other departments. 
But that is one of the chances we take. And I want to congratulate 
you and your organization on being interested enough to volunteer 
to come and discuss a matter of such great public moment. 

Mr. Baker. Mr. Chairman, this is not just a matter of interest. 
If there were any fear at all that the Congress was going to take 
these recommendations seriously, this would be a matter of very high 
moment. I doubt that Congress will do so. 

The CuairMAN. This record will be given to all Members of the 
Congress. 

Your prepared statement will be inserted in the record in its en- 
tirety. 

This hearing will stand adjourned until urther notice. 

(The prepared statement of the National Farmers Union is as 


follows:) 


Hoover Commission Favors BANKERS OVER FARMERS—STATEMENT OF Na- 
TIONAL FARMERS UNION OpposiInc HooveR COMMISSION RECOMMENDATIONS 


ON Farm CREDIT 


Mr. Chairman and members of the committee, for the record, I am John A. 
Baker, assistant to President James G. Patton of National Farmers Union, 
the Nation’s fastest growing farm organization. I appear before you today in 
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complete opposition to enactment of the Hoover Commission recommendations 
on farm credit. 

Before expressing our objections to and grave misgivings with the Hoover 
ideas on farm credit, I should like to present to your committee, a brief background 
of the factual situation respecting farm credit in the United States, with particular 
emphasis upon the role that should be played by Federal lending agencies. 


FAMILY FARM CREDIT NEEDS 


The credit needs of family farming are tremendous and growing. Credit 
should be available at the times needed and its terms and conditions should 
be adopted to characteristics of farming as a combined business and way of life. 

Much of the credit needs of family farming can be met by loans obtained 
from private individuals and such credit institutions as banks and insurance 
companies. Farmers themselves can meet other needs cooperatively through 
the institutions of the farm credit system. Together, it should be expected that 
these sources should supply the great bulk of the credit needs of agriculture. 

However, all of these must obtain their funds from commercial money markets 
and conduct their operations along traditionally conservative financial lines. 
They find themselves unable to perform the entire farm credit job. Such insti- 
tutions find it difficult to pioneer in the meeting of newly recognized or newly 
emerging farm credit problems. They are not set up to use their credit resources 
in meeting the high risk needs of severe disasters and emergencies, economic or 
natural. They cannot afford to participate in credit operations when a relative 
high intensity of technical assistance and loan servicing are required to render 
loaning activities essentially sound from a strictly financial viewpoint. More- 
over, all of these private individual and corporate and cooperative institutions 
have a marked tendency, in the absence of outside stimulation, to become tra- 
ditional, custom-bound, and increasingly restrictive in their credit policies. 

There is nothing morally wrong about this nor even economically unsound. 
It just means that the best interests of family farmers require a separate supple- 
mental and yardstick credit operation. This can best and most efficiently be 
supplied to the Nation by the Federal Government. Such an agency should 
have the legal authority and sufficient funds to meet all of the family farm credit 
needs not filled on reasonable terms by private cooperative and other corporate 
lending agencies. 

This is a problem not strictly of young farmers, nor of low income farm families, 
nor of disaster situations. It is a need that extends across the board. Such 
an agency would stand ready to meet any legitimate farm credit need not met 
by existing private agencies on reasonable terms. The agency would make both 
direct governmental loans and would insure loans of private lending agencies. 


FARMERS’ HOME ADMINISTRATION 


Predecessor agencies of the Farmers’ Home Administration were originally 
established under the depression emergency authority and the Bankhead-Jones 
Farm Tenant Act to serve the purposes discussed above. Farmers’ Home 
Administration now operates in the field outlined with very greatly inadequate 
funds and with undesirably restricted legal authorities and mandates. The latter, 
in our view, would be repaired by enactment of the Kerr farm credit bill and Con- 
gressman Patman’s Family Farm Development Act, now pending consideration 
before the Agriculture Committees of the House and Senate. 


NEEDS OF LOW-INCOME FARMERS 


The needs of low-income farmers have been an ever-present concern of National 
Farmers Union. The position of over 2 million farm families whose annual 
income is under $2,000 presents not just a troublesome problem, but a stirring 
challenge to the whole Nation. 

Farmers Union has long urged that special attention should be directed by Con- 
gress toward action that would not only alleviate immediate distress and lead 
toward the full utilization not only of soil and water resources but also of the 
abilities of the people concerned. The rewards of such action would be full 
production consistent with the conservation needs of any given area, the enrich- 
ment of individual lives, and the economic health of the entire community. 

The benefits would spread in an ever-widening circle of vitality from the farms 
to the communities, bringing the business enterprises of the small towns and cities 
into the healthy main-stream of an abundant and expanding economy. 
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Now as we enter into the third crop season of the current price-cost squeeze, the 
impact upon farmers is so severe that only the strengthening and expansion of 
programs that benefit small-scale farm operators will prevent a widespread 
involuntary migration from the farm to the city. Many of these people prefer 
farming as a way of life, and many are unfitted for absorption into the industrial 
urban pattern. 

The land which they are forced to abandon will either go out of production, with 
consequent loss of precious soil and water resources that are vital to the future 
well-being of our rapidly expanding population; or the land will be caught in the 
net of the factory-in-the-field pattern of agriculture. This system, carried to 
its “efficient” perfection, would repeat the feudal pattern of the great land barons 
and agricultural serfs. 


President Eisenhower’s report on problems of low-income farmers 


A report on problems of low-income farmers was presented to the United States 
Congress on April 27, 1955, by President Eisenhower. The report, entitled 
‘‘Development of Agriculture’s Human Resources,” the result of a year’s study 
under the direction of the Secretary of Agriculture and the National Agricultural 
Advisory Commission, reaffirms the conclusions reached in every study ever made 
of the problem: That only an integrated program on many levels can bring a 
solution to these deep-seated problems. 

Although President Eisenhower’s study makes many recommendations, most 
of them involve further studies, conferences, research programs, experimental 
programs, and establishment of criteria. These are good recommendations, so 
far as they go. But they do not boldly recommend the concrete actions that are 
necessary to come to grips with the problems. This may have resulted because 
the Hoover Commission was breathing down the neck of those who prepared the 
recommendations. 

For example, the study recognizes that credit facilities are a need in most low- 
producing, low-income areas and makes this recommendation: 

‘1. A concerted effort should be made to encourage private and cooperative 
lenders to make more loans to enlarge, stock, equip, and develop farms of worthy 
operators. An education program toward this end might include publications 
designed to point out the contribution that local banks and cooperative credit 
agencies can make. Publications should make clear the benefits to the community 
from such loans. Such a program would include courses, demonstrations, and 
meetings for personnel of lending agencies and for farmers. These sessions would 
give the latest information on improved practices, on cost and returns of enter- 
prises, and on correct use of credit in improving farming. Farmers and lenders 
could discuss problems at joint meetings.”’ 

Such an approach to the immediate and crying needs of 2 million low-income 
farmers. indicates a lack of recognition of the scope of the problem. 

The fair words of the report and of the President’s message to the Congress 
which accompanied it are belied by the executive timid action and inaction of 
officials of the present administration. 

Interest rates on loans made by Government agencies have been increased, 
crop insurance abandoned in the areas most in need due to drought, Farmers’ 
Home Administration has reduced its management services to clients, the voca- 
tional education program has been held to its present scale only by congressional 
refusal of recommended cuts, and soil conservation programs Weakened. 

Tools to build a worthwhile method of attack on the problems of low-income 
farmers exist, but the will and skill to use the tools are also needed. 

Hearings to discuss legislation bearing upon the low-income farm problem will 
soon be held by the Agriculture Committee of the Senate. 

Among the proposals will be 8. 1199, introduced by Senator Sparkman (Demo- 
crat, Alabama) on February 23, 1955. An identical bill, H. R. 4300, was intro- 
duced in the House by Congressman Patman (Democrat, Texas) on the same date. 
These bills are supported by National Farmers Union and attack the low-income 
farm problem head on. If enacted, this legislation, known as the Family Farm 
Development Act, would be a giant’s stride toward eliminating the causes of rural 
poverty and strengthening the economic opportunity of low-income farm families, 

Another bill, 8. 2106, sponsored by Senator Kerr (Democrat, Oklahoma) and 
Humphrey (Democrat, Minnesota), is of importance to farmers in areas where 
additional credit facilities are needed as the result of economic conditions or pro- 
duction losses due to natural causes. 

These bills would amend expand, and improve the Bankhead-Jones Farm 
Tenant Act. I request that copies of these bills be inserted in the record of this 
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hearing because they represent the direction we should be moving in the farm 
credit policy field which is just the opposite direction to that chartered by the 
Hoover Commission. I also request permission to include in your record following 
my oral statement, the attached exhibit A which describes the provisions of these 
improved farm credit bills. 


REPORT FACTUALLY INACCURATE 


In recommendations on farm credit, the Hoover Commission on Organization 
of the Executive Branch has exceeded the authority given it by Congress. Many 
of its recommendations relate not to organizational structure, but to substantive 
and functional policy. The Commission has made numerous errors of fact in its 
discriptions of existing programs. But more importantly it has made recom- 
mendations, that if enacted by Congress, would greatly weaken the agricultural 
economy of the Nation through severely crippling farmers’ ability to obtain needed 
credit on reasonable terms. 

Just in passing, may I correct a false statement on page 49 of the Commission 
report which speaks of Federal financial aid to farm organizations by the Recon- 
struction Finance Corporation. As far as I know, no general organization of 
farmers has ever received or been authorized to receive financial assistance from 
the RFC. The statement in the report leaves an entirely false and erroneous 
impression, regardless of what meaning may have been intended by the writers. 


BANKS FOR COOPERATIVES 


Banks for cooperatives under supervision of the Farm Credit Administration, 
should have just as much right to buy and hold interest-bearing United States 
Government bonds as any other bank, lending institution, business, or individual. 
Weare opposed to Hoover’s recommendations Nos, 20 and 23 that would require the 
cooperative banks to turn in their Government bonds in exchange for non-interest- 
bearing credits of the same denominations. This redommendation, in fact, comes 
close to urging property confiscation without due process of law, an act which is 
clearly unconstitutional either by the Federal or State Governments. The 
result would be to reduce banks for cooperative income. increase their cost of 
doing business, decrease the credit facilities available to farmers cooperatives, and 
increase the interest rates such institution would have to charge. 


PRODUCTION CREDIT CORPORATIONS ABOLISHED 


We do not agree that production credit corporations should be abolished at 
this time, nor do we agree that any production credit associations should be pro- 
hibited from paying dividends to their stockholders. While we have urged that 
all farmers be automatically made members of productive credit associations, we 
lost that fight when Congress adopted the Farm Credit Act of 1953. If these 
associations are to be stock companies, certainly none of them should be denied 
the right to pay dividends to stockholders. 

As to abolishing the production credit corporations, we do not agree that their 
functions and purpose have disappeared. Certainly we do not believe that the 
Hoover Commission is a good enough ‘fortune teller” to predict with certitude 
that conditions leading to original establishment of these institutions will not 
reappear—particularly if the Hoover Commission type credit policies were 
adopted by the Federal Government. We are opposed to any dismantling of 
existing Federal farm credit agencies until other adequate agencies are established 
to do the full job. 


INCREASE CHARGES ON PRODUCTION CREDIT? 


We are opposed to Hoover recommendations Nos. 26 and 27. Both world 
increase the rate of interest that production credit associations would have to 
charge farmers on short-term loans. This would hurt farmers and as far as we can 
determine would help no one in the economy. Intermediate credit banks get the 
funds they have through regular money markets; they pay the going rate 
of interest. The Commission recommendation would add a premium charge 
on such loans above the regular money market interest rate. Recommendation 
No. 27 would, in effect, confiscate Government bonds owned by intermediate 
credit banks. 
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ABOLISH FEDERAL FARM MORTGAGE CORPORATIONS? 


While we opposed liquidation of the Federal farm mortgages corporations, this 
has been ordered by a past Congress. However, we see no reason why its demise 
should be hastened. The existence of a Federal agency with authority to back up 
the land banks by the sale of bonds guaranteed by the United States might be a 
good thing in case of a future emergency. We therefore opposed Hoover recom- 
mendation No. 28. 


LIQUIDATE AGRICULTURAL MARKETING ACT REVOLVING FUND? 


We oppose liquidation of the Agricultural Marketing Act revolving fund as 
proposed in Hoover recommendation No. 29. This fund holds $150 million in 
stock of the Banks for Cooperatives. While this fund is not now being used to 
otherwise augment farm credit facilities, the Commission presents no evidence 
that need for the fund might not develop tomorrow. 


DEPARTMENT OF AGRICULTURE CREDIT AGENCIES 


Another important inaccuracy of the Hoover Commission Report on Federal 
Lending Agencies is the inclusion of Federal Crop Insurance Corporation as such 
an agency. The Crop Insurance Corporation has not, does not, and is not 
authorized to make loans to anyone. Not by any stretch of the imagination could 
it be accurately called a “lending agency.’’ In fact, the agency charges premiums 
to farmers prior to losses. And one of the major purposes of the program is to 
relieve a large part of its need for special production disaster grants and loans, 
authorized after the fact of the disaster. 

We are opposed to Hoover recommendation No. 35 that administrative experi- 
mental costs of the crop insurance program be added to premiums. Our reasons 
are set forth fully in our recent testimony before the Senate Agriculture Com- 
mittee. I, therefore, request that our statement be inserted in your record at this 
point in my oral statement. 


FARMERS’ HOME ADMINISTRATION 


The Senate has already voted, without any objection on the floor, to require 
the Secretary of Agriculture to reduce interest rates on disaster loans from 5 
percent back down to 3 percent. The Senate Agriculture Committee was 
unanimous in recommending the bill for passage. The Hoover Commission 
has actually and unbelievably recommended in recommendation No. 32 that 
additional premiums and fees be added to the rates that the Senate thinks are 
already 67 percent too high. 

We have seen no evidence that the local Farmers’ Home Administration advisory 
committees have been disregarding the law of the land, as charged by the Hoover 
Commission. In fact, all of these men and women we know, and many of them are 
Farmers Union members, are law-abiding sincere citizens who have given their 
service to this work as a public service at a personal sacrifice of time and energy 
from their private endeavors. We resent the implication of the Commission 
report that these committeemen have disregarded the provisions of law adopted 
by the Congress. 

We agree by our definition of the term “‘adequate’”’ with recommendation No. 31 
of the Commission. However, the recommendation appears to be meaningless 
since existing law already requires more than adequate security for all FH4«. loans. 

The most devastating of the Commission’s recommendations concerning Farm- 
ers’ Home Administration loans is recommendation No. 32. This recommenda- 
tion like the other two ha\ e nothing whatsoever to do with organization structure 
nor even general functional policy. P.ather the recommendation is that the rates 
of interest charged on loans be tripled or quadrupled. The Commission recom- 
mends adding enough premiums or other fees on top of already too high interest 
rates to cover all administrative and technical advisory assistance as well as the 
cost of money to the Treasury. Such a recommendation misses the entire point 
of this special type of credit, a point not missed by the President himself, who in 
his recent message pointed out the need for special educational services in connec- 
tion with loans to low-income farmers. 

Addition of fees to cover these costs would about double existing interest rates. 
Addition of other premiums to fully cover expected losses might add another 
multiple to the interest rate now charged. In this connection it should be 
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remembered that no one can obtain one of these loans who can get a loan from any 
other lending agency. 

Nor do we agree that the Farmers’ Home Administration should be limited to 
the making of loans to nonveterans. And we do not favor, of course, the abolish- 
ment of Farmers’ Home Administration water facilities and soil conservation 
loans, for whose original enactment many years ago, and whose broadening and 
expansion last year we worked so hard to obtain. In fact the Commission is 
factually incorrect when it implies that water and soil development and conserva- 
tion loans are available from the Agricultural Conservation Program Service 
or the Army engineers. 


COMMODITY CREDIT CORPORATION 


The Commodity Credit Corporation is not essentially a farm credit agency in 
function. It is an instrument for carrying out the farm price support program. 
Among its other duties in this regard it makes nonrecourse price support loans to 
farmers to enable them to hold their products off the market if the market price is 
below the legal support level. 

The Commission statement about Commodity Credit Corporation is factually 
inaccurate in many respects. One statement blatantly so is that there is ‘‘sub- 
stantial and instant deterioration of its commodities.”” Since recommendation 
No. 33 is based upon an entirely false and inaccurate premise, the recommendation 
is completely and clearly illogical and out of place. The fact is that Commodity 
Credit Corporation is supposed to and does practice a policy of stock rotation 
such that commodity deterioration cannot take place except as the result of 
employee errors or other incompetency. If the Commission knows of instances 
of this type they should have been pointed out in the report so they could be cor- 
rected by administrative action. 

tecommendation No. 34 is that Commodity Credit Corporation turn over its 
price-support loan duties to bankers by putting complete reliance upon purchase 
agreements as a method of price support. We are completely opposed to this 
recommendation. Its major effect would be still further to reduce the already 
greatly lowered supports provided under President Eisenhower’s sliding-scale 
program. Its secondary effect would be to give an annual windfall profit to the 
bankers of Wall Street at the expense of farmers who have already seen their 
income cut by over 10 percent in the past 2 years. 


ALL IN ALL 


The farm credit reeommendations of the Hoover Commission on Organization of 
the Executive Branch are utterly fantastic. It is almost impossible to believe 
that a panel of intelligent stable citizens would make a series of recommendations 
that would so completely and so radically alter the existing farm credit system. 
The net effect of the recommendations, if enacted, would be greatly to alter the 
nature of the farm price support program, lead to abolishment of the crop insur- 
ance program, reduce the credit facilities available to farmers and very greatly 
increase the cost to farmers of what credit remains available. 

The Hoover Commission farm credit recommendations are long steps in the 
wrong direction. We had thought that the Eisenhower sliding scale philosophy 
was moving too fast in the wrong direction but President Eisenhower is timid 
indeed compared to Hoover when it comes to dismantling the farm program. If 
the sliding scale is only a “‘step”’ as it has been termed, then these Hoover ideas 
are leaps in the wrong direction. 


ABOLISH THE RURAL ELECTRIFICATION ADMINISTRATION? 


We are opposed to recommendation No. 36 that the Rural Electrification 
Administration be replaced by a quasi-public mortgage pool, thus making the 
REA cooperatives dependent upon private financing. 

The gross effect of this proposal would be to raise the cost of capital to the 
REA cooperatives, perhaps by as much as 300 percent, and to place them in an 
intolerably inferior competitive position. The REA co-ops are serving sub- 
marginal territory which the private utility industry insisted it did not want to 
serve, and which it declared could not be served on an economic basis even through 
the governmental REA program. The opinion of the private electric utility 
“experts”? has been shown conclusively to have been wrong by the 20 years of 
experience of this agency. But the fact remains that these cooperative enter- 


oe 


a ee 


4 
. 





Bree az tlhe alist ediidins Calacanis 








eae eae oe 


COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 24] 


prises are not able to bear the great increase in the costs of their capital con- 
templated by the Commission recommendation. 

In this connection, I would like to cite a statement on the Senate floor by the 
Honorable Homer Capehart, Senator of Indiana, on April 26, 1955: 

‘‘While I have great respect for the Hoover Commission, I think it has made 
some mistakes and some bad recommendations. I have 1 or 2 of them in mind. 
One relates to the REA. * * *” 

An increase in REA interest rates is not justified by any standard excepting 
the desire to wreck this fine program in retaliation for its healthy competitive 
influence in the electric utility industry. REA loans at 2 percent interest have 
more than covered the average cost to the Government of its marketable securities 
during most of the life of the program. This has not been true only since the 

resent administration deliberately set out through its “hard money” policies to 
increase the share of the national income going to the banks and other financial 
institutions. This unwise special favor to banking and financial interests by no 
consideration of morality can be held to justify an Saeed and handi- 
cap against the REA co-ops. Rather than accepting this Commission recom- 
mendation, Congress would better serve the interests of farmers and other ordinary 
working citizens by looking into the influences exerted upon the Commission’s 
recommendations by special interests who stand to gain from increases in interest 
charges. 

In addition to greatly increasing direct interest charges, the Commission 
recommendation contemplates compelling the cooperatives to revise their rates 
upward in a wholly irregular fashion, so as to conform to its definition of ‘‘self- 
supporting.” It would require full ammortization of the loans, full depreciation 
reserves, the increased interest charges, and administrative costs of the new 
“Rural Electrification Corporation.” Even though operating exclusively in the 
most lucrative market areas, the private utilities do not meet this standard of 
liquidity. Private utility capital investments are never liquidated, but instead 
continue in perpetuity to levy their burden of interest and profit charges upon 
consumers. Moreover, a major portion of the private utility industry’s invest- 
ments in recent years has been subsidized directly by the Government through 
what the Federal Power Commission has acknowledged to be interest-free loans 
in effect. The REA co-ops, in contrast, are repaying their loans on schedule, and 
in addition are setting aside substantial reserves for depreciation. To require 
them to even more than at present surpass the performance of their competitors 
in this respect would impose an unjustified burden. 

As for charging for the administrative expenses of the new Rural Electrification 
Corporation in rates of the cooperatives, this is both unprecedented and un- 
justified. The electrification of American farms has served a national purpose; 
Congress has repeatedly recognized that this is so. It has involved many forms of 
public effort for public purposes which are no more legitimately chargeable to the 
cooperatives specifically than are the costs of education, weather forecasting, or 
foreign consular services properly chargeable against their main beneficiaries. 
This aspect of the Commission’s recommendation for REA is particularly objec- 
tionable from the standpoint of its exceeding the scope of its inquiries and intrud- 
ing upon the proper sphere of Congress. 


FAMILY FARM DEVELOPMENT ACT 


S. 1199 and H. R. 4300 call for the Secretary of Agriculture to focus all of the 
available agencies and services of the Department of Agriculture on the problems 
of low-income farmers. The Secretary of Agriculture already has the authority as 
well as the trained personnel capable of putting into operation a coordinated attack 
on this problem. The legislation covered by the Family Farm Development Act 
would specifically authorize and outline a plan to use the available Department 
resources, plus needed additional personnel and funds, and direct the Secretary 
to put the program into operation. 

The Family Farm Development Act states: ‘‘The Congress recognizes that 
rural poverty and low rural productivity can and must be remedied in order to bring 
the Nation up to maximum strength and that through this example of strengthen- 
ing democracy at home by providing additional opportunities to low-income rural 
groups, democracy in other parts of the world also will be strengthened.” 

The first step in this program would be the determination of the areas where 
assistance was most needed. The President is authorized to determine from time 
to time from the latest official statistics the counties or areas of the United States, 
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not exceeding 500 in number at any one time, having the largest low-income farm 
population and to inaugurate and maintain in these counties or areas this co- 
ordinated, direct program. 

Low-income families or single persons living in rural areas would apply for such 
assistance, if the county farmer committee finds that the applicant would develop 
a farm and home management or family employment plan for increasing his 
productivity and income if he had assistance, and if he has a reasonable chance to 
succeed. 

In exploring the most feasible and practicable methods for increasing his 
productivity and income, the applicant, with the assistance of the county farmer 
committee, would determine whether the cause of low income is due to physical 
handicaps of the family; the lack of available credit to make needed shifts in 
farming methods and use of labor resources of the family; the practice of inefficient 
farming methods, or practices; lack of practicable diversification in the farming 
operation; lack of sufficient land; lack of outside employment opportunities to fully 
utilize the labor of the family in ways that enable it to earn an adequate return 
at least equal to the established national minimum wage. 

The families and the farmer committees would be assisted in the analysis 
of the needs and in developing the plans by the local and State offices of Depart- 
ment of Agriculture agencies which could provide the advice of technicians in such 
fields as soil conservation, and supervised agricultural credit for agricultural 
production and for farm enlargement and development. The advice and assist- 
ance of other Federal agencies would be made available and the cooperation of 
State and local agencies, including the State agricultural extension services and 
the State employment services, and of private individuals and organizations also 
would be solicited. 

After the analysis of the needs had resulted in the developing of a farm and 
home plan, every assistance possible to put the program into effect would be 
employed through the county farmer committee. This would include technical 
assistance on improved farm and home practices, and also assistance in obtaining 
credit needed from private, cooperative, or governmental sources. 

Additional credit facilities would be needed to implement such a plan. There- 
fore the Family Farm Development Act would authorize the Secretary of 
Agriculture: 

1. To insure and to make direct loans for a period up to 25 years at not more 
than 4 percent interest for the enlargement and development of owner-operated 
family-type farms by: 

(a) Acquisition of additional land; 

(b) Establishment of improved pastures and sustained yield woodlots; 

(c) Construction of adequate farm buildings and structures, including 
drainage facilities, irrigation facilities, and other facilities for the use, con- 
servation, and improvement of soil and water; 

(d) Other related farm improvements which will increase the income- 
producing ability of the farm unit to that of a more nearly fully adequate 
family farm. 

2. To make or to insure 3- to 10-year loans at not more than 4 percent interest 
advanced by production credit associations and by private lenders for non- 
real-estate capital investment purposes. 

3. To make loans up to 50 years at not more than 3 percent interest to eligible 
applicants to acquire and manage on a sustained-yield basis additional forest 
or cutover land. 

4. To make loans for periods up to 10 years at not mere than 4 percent interest 
to enable an eligible applicant to acquire needed logging equipment. 

5. To make loans of not more than 5 years at not more than 4 percent interest 
to eligible applicants to purchase capital stock of and pay membership fees to 
existing or new supply, service, or marketing cooperatives, including timber 
marketing and processing cooperatives. 

6. To make loans to refinance existing indebtedness incurred for any of the 
above purposes on terms and conditions applicable to loans for such purposes. 

Such loans are authorized with the provision that creditors will enter into 
voluntary agreements to make needed adjustments of their outstanding indebted- 
ness to realistic income possibilities of the collateral for the existing mortgage or 
mortgages; and with the future provision that the Secretary of Agriculture shall 
establish a variable repayment schedule for all of the foregoing types of loans so 
that the repayment of interest and principal in any single year shall have a reason- 
able relationship to the income of the participating family in that year. 

The Family Farm Development Act recognizes the need for adult vocational 
training in the low-income rural areas and so authorizes the Secretary of Health, 
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Education, and Welfare to establish in designated counties a program of such 
training in both farm and home management and in such other farm and nonfarm 
activities as are indicated by the family plans as necessary to achieve the best 
family income and most productivity of family labor. 

Both full-time and part-time family farmers would be eligible for the loans and 
technical assistance. 

Industrial dispersion plans would be fitted into the plan to improve low-income 
rural areas by this legislation. New or expanded private industrial, commercial, 
or service enterprises would be established in widely dispersed rural areas where 
there are a number of underemployed rural persons with excessively low incomes 
and where conditions are such that there are reasonable prospects for the successful 
operation of such enterprises. Such dispersion is in line with present thinking 
on national defense needs. To make such a policy effective, the legislation states 
that the departments and establishments in the executive branch of the Govern- 
ment shall be utilized and coordinated to— 

1. Provide technical aid and assistance to, and consult and cooperate with 
farmers, businessmen, workers, cooperatives, civic organizations, clubs, and 
committees, community study and planning groups, and local and State 
governmental agencies; 

2. Prepare and distribute technical, defense, and economic information on 
opportunities in and necessities of private enterprise in various industries 
and areas in order to aid in developing new or expanded industries best suited 
to local conditions, and in the interests of civil defense; 

3. Assist new or expanding industries in finding adequate private financing 
through local capital or otherwise, and, where such financing is not available, 
extend Government loans or guaranties under existing authority; 

4. Use all appropriate means and authority to encourage and stimulate 
the maximum expansion in private employment and private enterprises 
consistent with the needs for national defense, with a sound, growing national 
economy, and with the necessities of civilian defense. 


8. 2106, SPONSORED BY SENATORS KERR AND HUMPHREY 


‘This bill amends the Bankhead-Jones Farm Tenant Act so as to authorize the 
Secretary of Agriculture to make loans directly, and insure loans made by private 
credit sources, to farmers, stockmen, farm partnerships, grazing associations, 
and irrigation companies in areas where there is a need for such credit as the 
result of economic conditions or production losses due to natural causes, and 
for other purposes. 

This bill would— 

Reduce the rate of interest chargeable under the act from 5 percent to 3 percent. 

Increase the size of the maximum water facilities loan to an association of 
water users from $250,000 to $1 million. 

Authorize a program of loans of wheat and feed grains from Commodity Credit 
Corporation stocks to farmers and stockmen, who are unable to obtain loans from 
other sources on terms and conditions they could reasonably be expected to meet, 
for the purpose of furnishing the feed needed by such farmers and stockmen to 
preserve a breeding stock of cattle, hogs, work stock, and poultry. 

Permit the Secretary to make loans to part-time farmers, as reeommended by 
President Eisenhower, by allowing consideration of off-farm income in appraising 
farm and loan repayment capabilities. 

Add a new title providing for direct loans and insuring of loans for refinancing 
existing indebtedness and to acquire additional land and make improvements 
where required to rehabilitate the farming patterns in a drought-striken area. 
Such refinancing loans would be available to water companies and grazing asso- 
ciations as well as to individual farmers and partnerships of farmers. 


REVITALIZE FEDERAL Crop INSURANCE ProGRAM: Don’t Rout It Up anp GIve 
Ir Away—STATEMENT OF NATIONAL FARMERS UNION 


Mr. Chairman and members of the committee, my name is Lail W. Schmidt of 
Lamar, Colo. I ama wheat farmer and stockman, and a member of the board of 
directors of Rocky Mountain Farmers Union and at this hearing am representing 
the National Farmers Union. In addition to wheat and cattle I also raise grain 
sorghums and other feed crops. 

The Federal crop insurance program was put into effect in 1939 after farmers 
had gone through the terrible drought of the thirties. It was a cooperative effort 
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by farmers and their Government to protect farm families from the devastating 
results of crop catastrophies which, over several years, could cause the loss of 
capital investment, the loss of the farm itself, and the degradation of the farmer, 
his wife, and children. 

Farming is a business enterprise. Farming is small business. It does not have 
the ready advantages which big business is able to employ. Five and a half mil- 
lion farmers are unable to sit around a table and determine amounts of production 
for a given year. They cannot determine prices they will receive for what they 
raise. Nor can they foresee what weather conditions and other natural hazards 
will be after their crops are in the ground. Over the past number of years these 
factors have been recognized by the Congress, and various actions have been taken 
to preserve and improve the family farm. Farmers must call upon their Federal 
Government to set up programs which will attempt to solve the problems I have 
mentioned. 

I shall confine my remarks to the crop insurance program which deals with the 
cooperative effort of farmers and Government to stabilize farmers’ income over a 
— of years when weather conditions and other natural hazards are an affecting 
influence. 

Where and when the Federal crop insurance program has been in effect, it has 
been found by lending agencies and farmers alike that crop insurance is a good thing. 
Perhaps I should add that the small-business men find it doubly good. They can 
be assured by the farmer that his bills for groceries, seed, feed, and fuel will be 
paid in spite of a crop failure. Upon this kind of guaranty depends, in great part 
the future of our towns and rural communities which, in turn affect some of our 
larger cities. And, that brings up another thing I should like to mention. 

In 1952 and 1953 the cattle price disaster struck which caused great losses 
among farm people. To sustain these losses in many, many cases their land had 
to be mortgaged to financial institutions, mainly insurance companies. Many 
of these stock farmers were also feed and wheat farmers in the western Great 
Plains area which has been hit by drought the past several years. 

All help known and made, including wind erosion payments, have been used 
to keep farmers on their farms. No small part of this attempt and use has been 
the assignment of crop insurance to get the necessary funds to operate this land. 
Commercial banks were naturally the first source, but as the financial structure 
of the farmers dwindled, Farmers’ Home Administration was the only source of 
financing for numbers of farmers. Farmers’ Home Administration is now getting 
much harder to get the proper financing from and their policy on collections has 
tightened to the extent that some farmers have gone to small loan sharks to make 
payments on FHA loans to stop threatened foreclosures. 

I am not getting off the subject of crop insurance when I bring those remarks 
about Farmers’ Home Administration into this testimony. I am bringing it to 
your attention to substantiate my remarks that the Federal crop insurance 
program is undoubtedly the last resort of collateral upon which many thousands 
of farmers can obtain credit. In order to back up what I have said in regard to 
credit facilities available to farmers I should like to read an article which appeared 
in the Washington Post and Times Herald, April 16, 1955, page 18: 

“The Farmers’ Home Administration disclosed yesterday that it boosted interest 
rates on disaster loans from 3 to 5 percent more than 3 months ago but just forgot 
to announce it publicly. 

‘‘Administrator R. B. McLeaish said the increase was made on January 3 to 
reduce Government losses on the program and render the rates consistent with 
other types of loans the agency administers. 

“The belated announcement evoked immediate protests from Members of the 
House and Senate. 

“Senator John J. Sparkman (Democrat, Alabama) said ‘5 percent is an excessive 
charge. The FHA program was designed not for making money but to render 
help where needed on a basis that would not cost the Government anything as far 
as interest was concerned,’ he said. 

“Representative Thomas G. Abernethy (Democrat, Mississippi) said the pur- 
pose of the loans is ‘not to make money or necessarily to break even. Five percent 
interest on such loans might defeat the purpose of the program,’ he said. 

‘Farmers Home emergency loans are designed to provide funds for another crop 
after disaster such as drought, flood, or freeze has wiped out a first crop. The 
recipient must live in a declared disaster area. The FHA has granted $44,500,000 
of such loans so far this year. The program was started in 1949.” 

I should like to stress, in regard to the news article I just read, the interest rate 
to farmers was raised on January 3 from 3 to 5 percent on the FHA emergency 
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loan program. The special livestock loan program already carried 5 percent 
interest rate. The three I have mentioned on which interest rates have been 
raised are: Public Laws 38, 727, and 115—economic disaster. 

I have mentioned these facts in regard to FHA in order to once again point out 
that the Federal crop insurance program is the last resort which many farmers 
have as collateral with which to obtain operating capital for another crop year. 
Farmers who must leave the land because of crop failure still are responsible for 
their wives and children. If they must go into the city to find employment they 
are added to a labor pool which does not insure that they find work. If they 
stay in their own community they find part-time work, go on relief, do not have 
proper homes, are an expense as far as some part of Government is concerned— 
taxes, health, education, food, and shelter. In this great country we do not let 
people starve nor do we shoot them to get rid of them. We feel that an adequate 
crop insurance program would help to eliminate these possibilities in the expanding 
economy which everyone anticipates. 

In view of what I have said, as a respresentative of the National Farmers 
Union, we should like to present the following recommendations and some of the 
reasons for our beliefs: 

1. We should like to respectfully urge that the Federal crop insurance program 
be continued and expanded. 

We realize the Federal Crop Insurance Corporation took rather heavy losses in 
some areas the last year or two but it must be remembered that there have been 
some extreme adverse weather conditions in a wide area where the crop insurance 
program has been carried on. I might say, however, that this has given us an 
opportunity to observe many advantages of the program in that area. In some 
instances, because of drought and severe winds, some farmers have suffered 3 and 
4 vears of complete failure. The crop insurance program is an excellent tool for 
farmers in areas where production varies widely over a period of vears. This is 
so because it permits the producer to utilize income he receives during years of 
high production to insure losses in years of low or no production. 

We believe the program has already demonstrated that it has made a valuable 
contribution toward furthering an expanding national economy which is very 
essential in providing opportunity to the increasing population and the soundness 
of our Government. 

We feel it would be in the interest of a sounder program to expand faster or 
offer the program in more counties since the risk would be spread among more 
farmers. From our discussions with the employees of Federal Crop Insurance 
Corporation it appears that too much emphasis is placed upon unproven actuarial 
statistics that are weighted too heavily by recent adverse years in determining 
the soundness of the program to date. These experiences should be reweighted 
more definitely related to normal weather conditions. 

2. We urge that members of the Board of the Federal Crop Insurance Corpora- 
tion be selected with considerable caution and care. In a limited analysis of the 
Federal crop insurance program, as operated since 1948, it appears the program 
could be operated on a sound basis if given the proper leadership. We should 
not recommend these appointments be placed under civil service. We do strongly 
urge, however, that a set of job standards be developed similar to those used for 
professional emplovees of the Department of Agriculture and Civil Service Com- 
mission and that they be followed as nearly as possible in selecting the members 
of the Board. 

3. We recommend that the administration expenses of the Federal crop in- 
surance program not be included as a part of the premium cost to farmers. 

In hearings before the House and Senate Agricultural Committees in 1937, 
before the crop insurance program was first started, it was pointed out that a 
Federal crop insurance program should not be and could not hope to be a profit- 
making tool of the Federal Government. Previous to that time there had been, 
and I believe this is what the testimony brought out then, four private companies 
in the United States which had made the attempt to write an all-risk crop insurance 
plan. They failed because their field of operations was too limited. They oper- 
ated in 1 or 2 States—the Dakotas, Minnesota, and Kansas. There may be a 
few companies operating on a limited basis today in the field of all-risk crop 
insurance. However, the experience of the four companies I mention above, 
according to the 1937 hearings, indicated that their administrative costs ran 
about 30 percent. 

Under an expanded program—a Federal crop insurance program— it was pointed 
out that these administrative expenses could be brought down a great deal if the 
program was truly a national one. And, it has been urged many times that 
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administrative costs not be a part of the premium cost of crop insurance. When 
that occurs then the Federal program is no longer a part of an economic stabiliza- 
tion program; instead it would increase the premium rate beyond the proper ability 
of farmers to participate in it. In that regard I should like to remind you again 
of the raise in interest rates on FHA disascer loans from 3 to 5 percent. 

4. We also recommend that the regularly designated ASC committees, demo- 
cratically elected by neighbors of their own communities and counties, be used to 
administer the Federal Crop Insurance program and that they be authorized to 
hire necessary additional personnel through the use of funds provided through the 
Secretary of Agriculture. 

5. We also respectfully urge that 2 years’ notice be given before withdrawal 
or discontinuance of Federal crop insurance in a given county. Further, before 
withdrawal is made, representatives of the State should be asked to appear before 
the Board to discuss the reasons and necessity of withdrawal. 

6. We should like to suggest that the individual employees of the Federal Crop 
Insurance Corporation, particularly field employees, be further encouraged to 
make suggestions for improving the administration of the program possibly 
through the use of an employee suggestion program similar to that used by some 
of the departments in the United States Department of Agriculture. 

Adverse publicity has played too large a part in determining the soundness of 
the program in certain areas. 

It is our feeling from observing the operations of the program that poor ad- 
ministration and lack of adequate information to farmers has caused light partic- 
ipation in the program during years of high production, especially where the pro- 
gram was started during a year of good crops. 

7. We recommend that where a single commodity is insured and after the field 
has been inspected and found to be lost, a release be given to the farmer so he 
can handle the land in a manner to prevent it from eroding. 

This must be done by such time as fits the particular area so that cover crops— 
grain sorghums, other feed crops—might be planted to prevent further erosion 
and to realize some further income to augment any crop-insurance indemnity. 
This step is also in the interest of a more stable economy. 

8. We also urge that after the farmers in a county have been offered insurance 
during this experimental period that a term of 15 years be the minimum time used 
for determining the soundness of the program in that county. 

In order to assure this length of operation in a given county we suggest that a 
special fund be established and earmarked to be used for experimental purposes, 
to reimburse the Federal Crop Insurance Corporation if unusual losses be encoun- 
tered during this period. 

For example, the Federal Crop Insurance Corporation is not withdrawing from 
nine counties where the program has had losses and has not operated with a suffi- 
cient number of participants during years of high production and during years of 
low production to permit proper analysis. In fact, an intense selling program in 
these counties during the drought years has brought about the withdrawal of the 
program. It cannot be laid to poor farming practices or dishonest farmers. 

In replying to an inquiry as to the reasons for withdrawing the Federal crop 
insurance program from three counties in Colorado, Mr. Laidlaw, Manager of 
Federal Crop Insurance Corporation, advised as follows: 

‘‘You mention in your letter that our action seems hasty and ill-considered from 
an agency that is supposed to deal with long-time actuarial statistics. If actuarial 
statistics were all that were involved, this Corporation probably could continue 
the insurance and recoup its losses in due time. But the actions of people are 
also involved. Farmers will take the insurance and pay the premiums during 
drought years of the cycle but will drop the insurance rather than pay the large 
premiums necessary when there is moisture and better crops. This has been our 
experience in many counties. Today practically all of the farmers in your county 
are insured, but given a few good years we could hardly depend on one-fourth of 
them to stay in the program.” 

Gentlemen, we do not believe this is a proper or fair decision or analysis. We 
point to the operations of the program in many counties with low losses as an 
example. 

In 1947 the Federal crop insurance program operated in approximately 2,500 
counties. In 1948 operations were reduced to 375 counties. In 1954 the num- 
ber of counties had increased to about 1,000. Mr. Chairman, we need an 
expanded program for all of the reasons I have outlined above. We should like 
to urge your consideration of the changes I have suggested in this testimony. 
And finally, I should like to urge your rejection of 8. 1165 and the substitution 
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for it of the bill on crop insurance which has been introduced by Senator Kerr 
of Oklahoma. 

Mr. Baker will now present a brief general statement comparing the details 
of the two bills and discussing their relative merits. 





A CoMPARISON oF Two BILLs TO AMEND THE FEDERAL Crop INSURANCE AcT 


For the record, I am John A. Baker, legislative assistant to President James 
G. Patton, National Farmers Union. 

The bill introduced by Senator Kerr would, if enacted, require the Hisenhower 
administration to restore the Federal crop insurance program to the basic purpose 
intended by Congress when originally set up. This basic and original purpose of 
the crop insurance program was to establish a way in which farmers and the 
American people, looking ahead to the possibility of the devastating effects of 
flood, drought, insect infestation, er disease, could take steps to cushion the shock 
of reduced farm income that is suffered from such natural disasters. 

The Federal crop insurance program was the result of carefully thought-out 
efforts to employ foresight to alleviate to some extent the hardships following 
catastrophes that cannot be avoided. The people of our country have never 
been slow to pour out the wealth of their purses together with the warm sympathy 
of their hearts when sudden disaster strikes. But how much more effective in 
achieving the desired result is a sensible plan for preventing much of the terrible 
cost, both in terms of money and suffering. The crop insurance program was 
not set up as a means of making money for the Department of Agriculture nor 
the United States Treasury, neither was it designed as a subsidy. It was simply 
a way in which the entire population could insure themselves against heavy 
future relief loads at the cost of the administrative expenses of the program. 
The incemnity payments for losses were to be prepaid by the farmers themselves 
by the premium payments they made under the program. 

Under the present administration, the Department of Agriculture has dis- 
torted the original purpose of the program by adding purely administrative costs 
to the premiums charged the farmers. It has taken another step in the wrong 
direction by having this bill (S. 1165) introduced into the Senate. 

Moreover, we have heard that consideratior is being given to eliminating crop 
insurance for durum wheat, which was stricken by rust; and to complete elimina- 
tion of crop insurance for tobacco and other crops in southeastern areas because 
the small size of the individual policies brings about a high ratio of administrative 
costs to premium income. 

This kind of action and reasoning is completely inconsistent with the purpose 
of the crop insurance program. It is consistent only with the mistaken notion 
that the purpose of the Federal crop insurance program is to do the experimental 
work required to turn a paying proposition over to private insurance companies 
in disregard of public and farmer needs for greater protection than can be insured 
by a profit type insurance corporation. 

Senator Kerr’s bill would reverse this trend by requiring a 2-year notice of 
intention before an operating crop insurance program could be jerked out of a 
county. 

The Eisenhower administration has further revealed its intentions of tur: ing 
the program over to private interests in two other ways: (1) I understand that 
they have turned over a large part of their public actuarial records to be photo- 
stated by private profit corporations for their private use, and (2) the administra- 
tion has in a dynamically progressive manner removed administration of the crop 
insurance program from the hands of democratically elected county and com- 
munity committeemen and turned it over to the same private profit insurance 
companies who have gotten the records and who have made some trial runs on 
skimming the cream off the low risk crop insurance business. 

Senator Kerr’s bill (sec. 1) would stop this type of maladministration by 
requiring that the Secretary of Agriculture utilize the democratically elected 
farmer committees in carrying out the crop insurance program. 

It was expected when the 1947 crop-insurance law was passed, that the pro- 
gram would be expanded into additional! counties and ultimately into all 3,000 
farm counties. This expansion, while still provided by law, has made little 
progress recently. Section 2 of Senator Kerr’s bill is not a mandate for rapid 
expansion. Such a mandate might require unsound speed. The bill does require 
that if 200 farmers in a county petition for the program, the reasons for not so 
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expanding the program must be incorporated in the next budget message of 
the President. 

The bill has another provision that experience in the drought areas of the 
Southwest has shown to be needed (and this provision is not included in the 
administration bill S. 1165). If a certain crop, winter wheat for example, should 
be adjudged a complete failure, the indemnity will be paid and the land imme- 
diately released so that it can be put into other soil-holding land cover without 
cost of indemnity payment. In a county where drought and destructive dust 
storms usually occur together, it is senseless to require land to lay bare as a 
requirement for collecting the crop insurance indemnity on a previous crop that 
has been a complete failure. 

S. 1165 does not have the requirement of a 2-year notice of program termination 
that is included in the Kerr bill. 

Mr. Schmidt has covered these two points in his statement and I shall not 
present cumulative testimony. 

We appreciate the courtesy of your committee in hearing us today. We 
strongly urge your disapproval of 8. 1165. We, also, respectfully urge that you 
recommend Senate approval of a bill along the lines of that introduced by 
Senator Kerr. 


REORGANIZATION OF RURAL ELECTRIFICATION ADMINISTRATION 


Mr. Caruson. Mr. President, I invite the attention of the Senate to a letter 
I received from Charles W. Ellis, manager of the Clay and Washington County 
Rural Electric Cooperative Association, together with a resolution adopted at 
their meeting, regarding the recommendations of the Hoover Commission, pro- 
viding for the reorganization of the REA. I ask unanimous consent that the 
letter and resolution be printed in the record. 

There being no objection, the letter and resolution were ordered to be printed 


in the record, as follows: 
Tue C. & W. Rurat Evectric 
CooPpERATIVE AssociaTION, INC., 
Clay Center, Kans., June 10, 19565. 
Hon. FRANK CARLSON, 
United States Senator, 
Senate Office Building, Washington, D. C. 


Dear Mr. Cartson: At the 17th annual meeting of the C. & W. Rural Electric 
Cooperative Association, held at the city hall in Clay Center on May 11, 1955, 
the enclosed resolution was unanimously approved by the members in attendance. 
The resolution was offered by Mr. Ernest Benne, of Washington, Kans., and 
seconded by Mr. William Steffen, of Wakefield, Kans., both members in good 
standing of the cooperative. 

During the discussion prior to the voting on this resolution, Mr. Benne stressed 
the fact that the resolution was of his own offering and that neither the board 
of trustees nor the management were aware of his intention to offer the resolution 
prior to the time of the meeting. We mention this to indicate the grassroots 
nature of the action and wish to assure you that the 415 members registered at 
the meeting voted without exception and with considerable enthusiasm for the 
resolution. 

We believe you will be interested in having this information since it very 
clearly indicates the position of the farm people in Kansas on REA. 

Thank you for your attention. 

Yours very truly, 
CuHarRues W. Exuis, Manager. 


Whereas bills embracing the recommendations of the Hoover Commission are 
now pending in the United States Congress providing for the reorganization of 
REA which would change entirely the present methods of administering and 
financing the local electric cooperatives; requiring them to secure their loans for 
operation and construction from private sources instead of from funds provided 
by the Federal Government as at present; and 

Whereas such financing would necessitate a substantial increase in rates to pay 
the greatly increased rate of interest, making it impossible for many farmers, all 
of whom have suffered a major decline in income, to continue using electric 
service. Adoption of these recommendations by Congress would be so detri- 
mental to our rural electric cooperatives that most of them would be ruined, 
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The financing of REA has not been a liability, or loss, to the Federal Govern- 
ment. Practically all of the local associations are in sound financial condition. 
Some associations have already paid off their obligation to the Federal Govern- 
ment 14 years ahead of schedule: Now, therefore, be it 

Resolved by the members of the Clay and Washington Electric Cooperative in 
meeting assembled at Clay Center, Kans., That we do emphatically oppose the 
adoption of the recommendations of the Hoover Commission or any law that 
will materially change the present REA setup. Instead that more money be 
made available for the expansion and improvement of established systems and 
also for the building or acquisition of generating facilities in areas where sufficient 
wholesale power is not now being generated. Be it further 

Resolved, That copies of this resolution be sent to Senator Andrew Schoeppel, 
Senator Frank Carlson, Representative William Avery, Ancher Nelson, REA 
Administrator, and to other persons whom the board of trustees might feel should 
know of this action. Also that a copy be sent to the Kansas Electric Farmer 
and to other publications, working in the interest of farmers, which the board of 
trustees may select, also that a copy be made a part of the minutes of this meeting. 


[S. 2106, 84th Cong., Ist sess.] 


A BILL To amend the Bankhead-Jones Farm Tenant Act so as to authorize the Secretary of Agriculture 
to make loans directly, and insure loans made by private credit sources, to farmers, stockmen, farm 
partnerships, grazing associations, and irrigation companies in areas where there is a need for such credit 
as the result of economic conditions or production losses due to natural causes, and for other purposes 


Be tt enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the Act of August 28, 1937, as amended 
(50 Stat. 869; 16 U.S. C., sec. 590r), is amended— 

(1) by striking out in section 8 ‘$250,000’ and inserting in lieu thereof 
$1,000,000”; and 

(2) by adding at the end thereof a new section as follows: 

“Sec. 11. The rate of interest on any loan made or insured under the provisions 
of this Act shall not exceed 3 per centum per annum.” 

Sec. 2. Section 2 of the Act of April 6, 1949, as amended (63 Stat. 44; 12 
U.S. C., see. 1148a-1), is amended— 

(1) by striking out the last sentence in subsection (a) and inserting in 
lieu thereof the following: ‘Such loans shall be made at such rate of interest, 
not to exceed 3 per centum per annum, and on such general terms and 
conditions as the Secretary shall prescribe for such area or region.”’; 

(2) by striking out the last sentence in subsection (b) and inserting in 
lieu thereof the foliowing: “Such loans shall be made at such rate of interest, 
not to exceed 3 per centum per annum, and on such general terms as the 
Secretary shall prescribe for such area.’’; 

(3) by inserting after the first sentence in subsection (c) a new sentence 
as follows: ‘Loans to such producers and feeders may also be made under 
this subsection for the purpose of refinancing any existing indebtedness 
incurred for purposes for which loans may be made under this subsection.”’ ; 

(4) by striking out the fourth sentence in subsection (¢) and inserting in 
lieu thereof the following: “Loans made under the provisions of this subsection 
shall bear interest at a rate not to exceed 3 per centum per annum and 
shall be made on such other terms and conditions as the Secretary shall 
prescribe.”’; and 

(5) by adding at the end of subsection (c) a new sentence as follows 
“The Secretary is authorized to make advances of Commodity Credit Cor- 
poration owned wheat and feed grains to farmers and stockmen, who are 
unable to obtain loans from other sources on such terms and conditions as 
they could reasonably be expected to meet, for the purpose of furnishing the 
feed needed by such farmers and stockmen to preserve a breeding stock of 
cattle, hogs, workstock, and poultry. Such advances shall be repayable in 
kind or money within a period of three years and shall bear interest at a rate 
not to exceed 3 per centum per annum.”’. 

Sec. 3. The Bankhead-Jones Farm Tenant Act, as amended (50 Stat. 522: 
7 U.S. C., see. 1001), is amended— 

(1) by inserting before the colon preceding the proviso in subsection (e) 
of section 1 (7 U. 8. C., see. 1001 (¢)), a semicolon and the following: “‘and 
in determining in any case whether successful farming can be carried on the 
Secretary shall consider any off-the-farm income of the applicant’’: 
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(2) by adding at the end of subsection (c) of section 1 (7 U.S. C., see. 
1001 (c)), a new sentence“as follows: ‘‘No loan shall be made, or mortgage 
insured, for an amount in excess of $50,000.’’; 
(3) by striking out in subsection (b) of section 2 (7 U. 8. C., see. 1002 (b)) 
“5 per centum”’ and inserting in lieu thereof ‘‘4 per centum’’; 
(4) by striking out the last sentence in subsection (a) of section 3 
(7 U. 8. C., see. 1003 (a)); 
(5) by striking out in subsection (b) (2) of section 3 (7 U. 8S. C., see. 
1003 (b) (2)) “5 per centum” and inserting in lieu thereof ‘3 per centum’’; 
(6) by striking out in subsection (c) (4) of section 12 (7 U. 8. C., see. 
1005b (c) (4)) “4 per centum”’ and inserting in lieu thereof ‘3 per centum’’; 
(7) by striking out in subsection (b) of section 21 (7 U. 8. C., see. 1007 (b)) 
$7,000” and ‘‘$10,000”’ and inserting in lieu thereof ‘‘$25,000” and “‘$25,000"’ 
respectively; 
(8) by striking out all of subsection (ce) of section 21 (7 U. S. C., see. 
1007 (c)) and inserting in lieu thereof the following: 
**(¢) The rate of interest on such loans shall not exceed 3 per centum per 
annum,”’; 
@) by striking out subsection (d) of section 21 (7 U.S. C., see. 1007 (d)); 
an 
(10) by striking out in subsection (c) of section 44 (7 U. 8S. C., see. 1019(e)) 
_ “5 per centum”’’ and inserting in lieu thereof ‘4 per centum”’. 
Szc. 4. The Bankhead-Jones Farm Tenant Act, as amended (50 Stat. 522; 
_ 8. C., sec. 1001), is amended by adding a new title at the end thereof as 
ollows: 


“TITLE V—REHABILITATION AND REFINANCING LOANS 
“DIRECT AND INSURED LOANS— PURPOSES 


“Sec. 60. (a) The Secretary of Agriculture is authorized to make direct loans 
and insure loans made by private credit sources to eligible farmers, stockmen, 
farm partnerships, grazing associations, and irrigation companies, whether tenants 
or owners, and whether such loans are secured or unsecured by real or personal 
property, in any area or areas where the Secretary determines that there is a 
general need for such credit as the result of economic conditions or production 
losses due to drought, flood; freeze, wind, insects, and other natural: causes. 
Such loans shall be made, or insured, for any of the following purposes— 

“(1) refinancing, consolidating, renewing, or extending all or part of the 
existing debts of such farmers, stockmen, farm partnerships, grazing asso- 
ciations, and irrigation companies; 

(2) assisting such farmers and stockmen, with special emphasis on family 
sized farms and smaller than family sized farms, to acquire additional land 
if the acquistion of such additional land— 

(A) will improve the economic status of the farmer or stockman; or 

“‘(B) will aid in a planned program for preventing erosion; or 

““(C) is for the purpose of retiring land from its present use to a more 
suitable use; or 

“(D) will facilitate the improvement of farm land through soil or 
water conserving or drainage 

“(D) will facilitate the improvement of farm-soil fertility establish- 
ment of improved permanent pasture, sustained yield afforestation or 
reforestation, or other erosion preventatives, and other similar or related 
measures; or 

“(E) will fulfill any other agriculture purpose consistent with the 
overall purpose of this title; 

(3) financing or refinancing general farm operating and subsistence 
expenses; 

(4) assisting such farmers and stockmen to purchase stock in irrigation 
companies or grazing associations. 

““(b) Loans made directly by the Seeretary under the provisions of this title, 
and loans made by private credit sources and insured under provisions of this 
title, which are secured only by chattel liens shall be repayable within the normal 
useful life of the chattels or within ten years, whichever period of time is the 
shorter. In the case of an individual farmer or stockman no loan so secured 
shall be for an amount in excess of $25,000 and in the case of grazing associations 
and irrigation companies no loan so secured shall be made for an amount in excess 
of $1,000,000. Loans made or insured under the provisions of this title and secured 
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by real estate shall be repayable in not more than forty years and shall not be for 
an amount in excess of $50,000 in the case of an individual farmer or stockman, 
or more than $1,000,000 in the case of a grazing association or irrigation company. 
Direct or insured loans made to any farm partnership of two or more farmers or 
stockmen shall not exceed the total amount all such farmers and stockmen would 
be entitled to receive as individual farmers or stockmen under the provisions of 
this title. The rate of interest on direct or insured loans provided for under the 
provisions of this title shall not exceed 3 per centum per annum. 


“PERSONS ELIGIBLE 


“Src. 61. (a) Loans made directly by the Secretary under the provisions of 
this title, and loans made by private credit sources and insured under the pro- 
visions of this title, shall be made only to established farmers, stockmen, farm 
partnerships, grazing associations, and irrigation companies, whether tenants or 
owners— 

(1) who are unable to repay their existing indebtedness in accordance 
with present repayment schedules; 

**(2) who are unable to secure financing through private or cooperative 
sources on terms and conditions which they could reasonably be expected to 
meet; 

**(3) who are certified by the appropriate county committee in accordance 
with subsection (a) (3) of section 44 of this Act (7 U. S. C., see. 1018 (a) (3)); 

““(4) with respect to whom the appropriate county committee certifies and 
the Secretary finds there is a reasonable expectation that, with the assist- 
ance provided hereunder and the other resources available to such applicants, 
they will be able to repay the loans and continue their farming or ranching 
operations; and 

(5) who have total principal indebtedness not in excess of the normal 
market value of their farms or ranches and the market value of their chattels, 
which have security value, less the outstanding balance of any liens not 
refinanced hereunder. 


‘PROVISIONS WITH RESPECT TO INSURED LOANS 


“Src. 62. To effectuate the program provided for in this title the Secretary is 
authorized to make commitments to insure loans made by private credit sources 
to eligible farmers, stockmen, farm partnerships, grazing associations, and irri- 
gation companies. To qualify for such insurance loans shall be made upon such 
terms and conditions not inconsistent with the provisions of this title, as may be 
prescribed by the Secretary. 

“Sec. 63. Any loan insured under the provisions of this title shall be an obliga- 
tion guaranteed by the United States as to principal and interest and incontestable, 
except for fraud or misrepresentation of which the holder has actual knowledge. 

“Src. 64. The aggregate amount of principal obligations on loans insured 
under the provisions of this title shall not exceed $300,000,000 in any one fiscal 
year. 

“Sec. 65. (a) The Secretary shall require that all loans insured under the pro- 
visions of this title shall be administered and serviced by him. 

“*(b) Any loan insured under the provisions of this title shall be made subject 
to the right of the Secretary to purchase such loan, whether or not in default, 
on such terms and conditions as he may prescribe. 


“GENERAL PROVISIONS 


“Sec. 66. The Secretary shall require loans to be repaid as provided in sub- 
section (c) of section 44 of this Act (7 U. 8. C., sec. 1019 (c)) if he determines that 
the borrower is able to obtain a loan from a production credit association, Federat 
land bank, or other responsible cooperative or private credit source at rates and 
terms which the borrower can reasonably be expected to meet. 

“Sec. 67. For the purpose of carrying out the provisions of this title, the 
Secretary shall utilize the insurance fund established by section 11 of this Act 
(7 U.S. C., see. 1005a). Notes and security acquired by the Secretary for loans 
insured under this title shall become a part of such fund. The notes may be 
held in the fund and collected according to their terms, or may be sold and, if 
necessary, reinsured, All proceeds from such collections, including the liquidation 
of security, and sales of notes shall become a part of such fund. 
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“Sec, 68. The provisions of section 51 of this Act (7 U. 8. C., sec. 1025) shall 
be applicable to this title, and the Secretary may utilize the insurance fund for 
the payment of taxes, insurance, prior liens, foreclosure expenses, and any other 
expenses incident to action taken by the Secretary under section 51. The 
provisions of subsections (b) and (c) of section 13 of this Act (7 U. 8. C., see. 
1005c (b), (c)) shall be applicable to this title also. 


“RULES AND REGULATIONS 


“Sec. 69. The Secretary is authorized to make such rules and regulations and 
such delegations of authority as he may deem necessary to carry out the provisions 
of this title. 

‘4 PPROPRIATIONS 


“Sec. 70. There are authorized to be appropriated to the Secretary such sums 
as the Congress may from time to time determine to be necessary to carry out the 
provisions of this title.” 

Sec. 5. (a) No provision contained in this Act or in any of the following Acts 
shall be construed as authorizing the Secretary of Agriculture to make charges 
against either the borrower or lender for the insuring or servicing of loans insured 
by the Secretary under the provisions of such Acts: (1) The Bankhead-Jones Farm 
Tenant Act, as amended (50 Stat. 522; 7 U.S. C., sec. 1001) ; (2) the Act of August 
28, 1937, as amended (50 Stat. 869; 16 U. S. C., sec. 590r); and (3) the Act of 
April 6, 1949, as amended (63 Stat. 44; 12 U. 8. C., sec. 1148a-1). Any expenses 
incurred for the insuring and servicing of such loans shall be borne by the Secretary. 

(b) The following provisions are hereby repealed: 

(1) Subsection (e) of section 12 of the Bankhead-Jones Farm Tenant Act, as 
amended (50 Stat. 522; 7 U.S. C., sec. 1005b (e)); and 

(2) Subsection (a) (4) and (c) of section 10 of the Act of August 28, 1937, as 
amended (50 Stat. 869; 16 U. 8. C., sec. 590x-3 (a) (4), (c)). 

(ce) The provisions of this section shall not apply to any such charges accrued 
prior to the date of enactment of this section. ‘ 


[H. R. 4300, 84th Cong., Ist sess.) 
A BILL To improve the income-earning capacity and standard of living of low-income rural people, to 


strengthen the Nation by providing additional credit for farm enlargement and development, industrial 
dispersion, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act shall be known as the ‘Family 
Farm Development Act’’. 

FINDINGS AND POLICY 


Sec. 2. The low incomes, poor living standards, and insufficient economic 
opportunity for efficient employment of their full capacity of a large part of the 
rural population denies the Nation the benefit of greater productivity in agri- 
culture and in local rural manufacturing and service industries, slows down 
national economic growth, and reduces standards of living. The Congress recog- 
nizes that rural poverty and low rural productivity can and must be remedied 
in order to bring the Nation up to maximum strength and that through this 
example of strengthening democracy at home by providing additional oppor- 
tunities to low-income rural groups, democracy in other parts of the world also 
will be strengthened. It is the policy of the Congress to provide for practical 
assistance to low-income rural families who desire to increase their productivity 
and incomes and thereby to benefit the Nation’s economy and raise their own 
standards of living. 


DETERMINATION OF LOW INCOME COUNTIES 


Sec. 3. The President is authorized to determine from time to time from the 
latest official statistics available to him the counties or areas of the United States, 
not exceeding five hundred in number at any one time, having the largest low- 
income farm population and to inaugurate and maintain in such counties a pro- 
gram to effectuate the purposes and policy of this Act. 
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ELIGIBILITY 


Sec. 4. The President, through existing agencies of the Government, will render 
special assistance to low-income families or single persons living in rural areas 
who apply for such assistance, provided the applicant is recommended by the 
County Farmer Committee established under section 8 (b) of the Soil Conservation 
and Domestic Allotment Act: Provided, That the County Farmer Committee 
finds that the applicant, with the assistance provided for herein, will develop a 
farm and home management or family employment plan for increasing his pro- 
ductivity and income that has a reasonable chance to succeed. 

In exploring the most feasible and practicable methods for increasing his pro- 
ductivity and income the applicant, with the assistance of the County Farmer 
Committee, will determine whether the cause of low income is due to physical 
handicaps of the family; the lack of available credit to make needed shifts in 
farming methods and employment of labor resources of the family; the practice of 
inefficient farming methods or practices; lack of practicable diversification in the 
farming operation; lack of sufficient land; or lack of outside employment oppor- 
tunities to fully utilize the labor of the family in ways that enable it to earn an 
adequate return at least equal to the established national minimum wage. To 
assist in the analysis of the needs and in developing the plans with families, the 
Secretary of Agriculture shall make available to the families and the farmer com- 
mittee the services of the local and State offices of the agencies of the Department 
to provide the advice of technicians in such fields as soil conservation, and super- 
vised agricultural credit for agricultural production and for farm enlargement 
and development. The advice and assistance of other Federal agencies shall be 
made available and the cooperation of State and local agencies, including the 
State agricultural extension services and the State employment services, and of 
private individuals and organizations also shall be solicited. 


DEVELOPING ECONOMICALLY ADEQUATE FULL- AND PART-TIME FARMERS 


Sec. 5. In case of eligible applicants who wish to remain on the farm now 
occupied or to become established on another farm in the area, either on a full- 
time farming basis or in conjunction with off-farm employment of one or more 
members of the family, the Secretary of Agriculture is authorized and directed to 
provide the following services through the county farmer committees: 

(a) Employ such full-time employees as may be required to carry out the 
purposes of this Act; 

(b) Make a complete analysis of the farm and farm operations and supplemental 
employment opportunities to determine the most promising ways by which family 
income and productivity in combination with whatever off-farm employment may 
be planned can be raised to an adequate level. After completion of such a farm 
and home plan, the Secretary through the County Farmer Committee will render 
every assistance possible to the applicant and his family in putting the new pro- 
gram into effeet, including technical assistance on improved farm and home prac- 
tices, and assistance in obtaining credit needed from private, cooperative, or 
governmental sources to put these practices into effect. 

(ec) To effectuate the purpose of this Act the Secretary of Agriculture is au- 
thorized, upon such conditions as he shall prescribe, to insure and make loans of 
up to twenty-five years at not more than 4 per centum interest for the purpose of 
financing the enlargement and development of owner-operated family-type farms 
by acquisition of additional land, establishment of improved pastures and sus- 
tained-yield woodlots, construction of adequate farm buildings and structures 
(including drainage facilities, irrigation facilities, and other facilities for the use, 
conservation, and improvement of soil and water), and such other related farm 
improvements as will increase the income-producing ability of the farm unit to 
a more nearly fully adequate family farm; and 

(d) To make or to insure three- to ten-year loans at not more than 4 per centum 
interest advanced by production credit associations and by private lenders for 
non-real-estate capital investment purposes; to make loans up to fifty years at 
not more than 3 per centum interest to eligible applicants to acquire and manage 
on @ sustained-yield basis additional forest or cutover land; to make loans for 
periods up to ten years at not more than 4 per centum interest to enable an 
eligible applicant to acquire needed logging equipment; to make loans of not 
more than five years at not more than 4 per centum interest to eligible applicants 
to purchase capital stock of and pay membership fees to existing or new supply, 
service, or marketing cooperatives including timber marketing and processing 
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cooperatives; and to make loans to refinance existing indebtedness incurred for 
any of the above purposes on terms and conditions applicable to loans for such 
purposes: Provided, That creditors will enter into voluntary agreements to make 
needed adjustments of outstanding indebtedness to realistic income possibilities 
of the collateral for the existing mortgage or mortgages: Provided further, That 
the Secretary of Agriculture shall establish a variable repayment schedule for 
all of the foregoing types of loans such that the repayment of interest and principal 
in any single year shall bear a reasonable relationship to the income of the 
participating family in that year. 


PART- AND-FULL-TIME OFF-FARM EMPLOYMENT 


Sec. 6. Whenever the family determines to seek part-time or full-time farm or 
nonfarm employment off the farm, the problem shall be presented to the nearest 
farm labor placement center of the State employment service cooperating with 
the Department of Labor. Information concerning farm labor opportuni’ ies 
also shall be made available to the family by the State and county farmer com- 
mittees. 

VOCATIONAL EDUCATION 


Sec. 7. The Secretary of Health, Education, and Welfare is authorized to 
provide a program of adult vocational training in the designated counties both 
in farm and home management and in such other farm and nonfarm activities as 
the family plans of eligible applicants indicate as needed to maximize family in- 
come and productivity of family labor within the area. 


INDUSTRIAL DISPERSION 


Sec. 8. To provide for the national defense, to promote interstate commerce, 
and to improve the general welfare by assisting in the sound economic growth 
and development of the country, it is the policy of the Congress to encourage and 
stimulate the establishment of new or expanded private industrial, commercial, 
or service enterprises in widely dispersed rural areas as required to reduce vul- 
nerability to modern war risks and in which, over an extended period of time, 
because of the number of under-employed rural persons with excessively low 
incomes, the number of existing industrial, commercial, or service enterprises, 
and the available markets and resources there are reasonable prospects for success- 
ful operation of additional private enterprises which would more fully utilize 
available manpower in rural areas. To effectuate this policy of industry dis- 
persal, the departments and establishments in the executive branch of the Goy- 
ernment shall be utilized and coordinated to— 

{a) provide technical aid and assistance to, and consult and cooperate 
with, farmers, businessmen, workers, cooperatives, civic organizations, clubs 
and committees, community study and planning groups, and local and State 
governmental agencies; 

(b) prepare and distribute technical, defense, and economic information 
on opportunities in and necessities of private enterprise in various industries 
and areas in order to aid individuals, business firms, civic organizations, and 
local units of government in developing new or expanded industries best 
suited to local conditions; and the requirement of civil defense; 

(ec) assist new or expanding industries in finding adequate private financing 
through local capital or otherwise and where such financing is found to be 
arr ame extend Government loans or guaranties under existing authority; 
anc 

(d) use all appropriate means and authority to encourage and stimulate 
the maximum expansion in private employment and private enterprises 
consistent with the needs for national defense, with a sound, growing na- 
tional economy, and with the necessities of civilian defense. 


APPROPRIATIONS 


Sec. 9. There is hereby authorized to be appropriated such sums as may be 
necessary for carrying out the provisions of this Act. 





(Whereupon, at 4:30 the subcommittee adjourned to reconvene at 
the call of the chairman.) 
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COMMISSION ON ORGANIZATION OF THE EXECUTIVE 
BRANCH OF THE GOVERNMENT 


(Lending Agencies Report) 
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WEDNESDAY, JULY 6, 1955 


Hovsr or REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND LEGISLATIVE 
REORGANIZATION, OF THE COMMITTEE ON 
GOVERNMENT OPERATIONS, 
Washington, D. C. 

The Executive and Legislative Reorganization Subcommittee met 
at 10 a. m. in room 1537, New House Office Building, Hon. William 
L. Dawson, chairman, presiding. 

Present: Congressmen Dawson, Kilgore, Fascell, Harden, and 
Brown. 

Also present: William Pincus, associate general counsel, and Elmer 
W. Henderson, associate counsel. 

The CuarrMANn. Will the subcommittee come to order? 

In connection with its studies of the reports of the Commission on 
Organization of the Executive Branch of the Government, the Sub- 
committee on Executive and Legislative Reorganization of the House 
Government Operations Committee has had occasion to make a 
comparison of the task force report on lending agencies with the 
Commission report, itself. 

In making this study, some very disturbing factors came to the 
attention of the subcommittee in connection with the study of lending 
agencies. 

This subcommittee is very fortunate in having as one of its members, 

Yongressman Brown of Ohio, who is also a member of the Hoover 
Commission. 

He is with us, and we have the benefit of his presence and his 
testimony. 

And I particularly —— 

Mr. Brown. I am not a witness. 

The CHarrMAN. I don’t mean as a witness, 1 mean as a member 
of our committee, I thought I said, Mr. Brown. I wanted him to be 
present. I want to make a statement that I feel he should be present 
when I make it because frankly, as I read these recommendations 
which are so very drastic in their effect upon our economy, and when 
I know that there is another organization, organized over this country 
nationally for the express purpose of seeking to put into effect the 
recommendation of this committee, I am a little alarmed, and I am 
happy to see that there are organizations that are close to the people, 
who are interested in this subject matter, who are willing to come 
forward and testify and tell of their interest in it, and the effect that 
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they think that these recommendations will have upon the community. 
And I am also alarmed and I think I brought it out at formal hearings 
about the constitution of the task force that made these recommenda- 
tions, that went so far in recommending a change in the policy of our 
Government that has been in operation for the last, we will say, 5, 10, 
or 15 years and through which we feel much good has come. 

So when I see you gentlemen representing the Cooperative League 
of the United States, the National Rural Electric Cooperative Asso- 
ciation, the National Association of Home Builders, and the American 
Council of Education, I am happy and I certainly will give you an op- 
portunity to state what you believe will be the effect of these recom- 
mendations, whether they are good or bad or otherwise. 

And at this time I am going to call, if Mr. Brown—would you want 
to make a statement? 

Mr. Brown. Yes. 

I would simply like to reply by saying that which I have said many 
times before. Of course, under our system of Government, every 
citizen, and every Member of Congress, has a right to express his own 
ene adopt his own philosophy as far as Government is con- 
cerned. 

The Hoover Commission was named by Congress to make a study 
of these different problems and to make certain recommendations. 
And I pointed out many, many times in the past there is nothing 
sacred or sacrosanct in any way about any recommendation or sug- 
gestion made by the Hoover Commission. The Hoover Commission 
simply has given, not as individuals, not always by unanimous action, 
but by action of a majority of its members, its best suggestions and 
views and ideas as to how to meet some of these problems which con- 
front the Nation. 

And it is entirely up to Congress, and to the President in certain 
cases, to decide whether those views are worthy of consideration and of 
being made effective, or whether some other method should be used 
to solve the problem involved. 

Now, you, Mr. Chairman, or any other individual Member of Con- 
gress, if you are not happy with the Commission recommendations, 
can take any position you desire, or submit any substitutes, you may 
feel are necessary. 

But if the Hoover Commission hasn’t done anything else worth- 
while, I think perhaps it has caused the American people, or will cause 
them and the Congress to stop and think for a little while, and to 
ponder over some of these questions and problems. Perhaps out of 
all of it will come answers and solutions satisfactory to every one. 

Let me again reiterate that which I have said numerous times in the 
past, that I have not always egreed with every phase and facet of the 
recommendations or decisions which have been made by the Hoover 
Commission. 

The product of the Hoover Commission in the form of its recom- 
mendations is sort of like the average legislative product of Congress— 
it is more or less a compromise of the opinions and views of al) those 
present, and reflects the adjusted majority views. And for that rea- 
son there have been many dissents filed by the Members of Congress 
serving on the Commission as to different recommendations. And 
there have been general reservations filed to the recommendations of 
the Commission by all the legislative members of it. 
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Let'me say one other thing. I presume, Mr. Chairman, you were 
referring to the so-called Citizens Committee for the Hoover Report. 
I know very little about the new committee. I do know a committee 
of such type supported the recommendations made by the first Hoover 
Commission, some 74 percent of which have been put into effect. 
That committee was made up of men of all parties, and of all types of 
activity, occupation, and from all walks of life. It was a purely public 
organization. 

And I don’t believe the new committee will prove to be any more of a 
pressure group than some of those you have called before this com- 
mittee as witnesses. 

The CuartrmMan. Thank you, Mr. Brown. 

Mr. Brown. It is a rather strange thing about human nature, but 
not so strange either, that sometimes much depends on whose ox is 
gored. I do think the Hoover Commission, as a whole, has tried to 
take a fair and unbiased look at the overall situation for the benefit, 
use, and attention of the Congress. 

The CuHatrMan. You will find on most of these Hoover Reports, 
Mr. Brown has expressed his opinions upon the recommendations 
therein, sometimes favorably, sometimes otherwise. 

Did you wish to make a statement? 

Mrs. Harpen. No. 

The CuHarrMAN. Our first witness will be Mr. Wallace Campbell 
for the Cooperative League of the United States, headed up by Jerry 
Voorhis, a former associate of ours. 

Mr. Campbell, did you have a written statement? 


STATEMENT OF WALLACE CAMPBELL, COOPERATIVE LEAGUE 
OF THE UNITED STATES OF AMERICA 


Mr. Camppeiy. Yes. Thank you very much, Mr. Chairman. 

Before going into the written statement, I would like to comment 
that I feel as Congressman Brown does that this is going to stimulate 
a great deal of discussion over the next few years, and the thinking 
process ought to be good for the country. 

Mr. Chairman, you mentioned the Committee for the Hoover Re- 
ports. We were very happy to be party to and supporters of the pro- 
posals made by the first Hoover Commission. We were sent a letter 
by the new committee, or a continuation of the Committee for the 
Hoover Reports last January, asking us to adopt some resolutions 
already prepared for us, approving in advance the recommendations 
of the New Hoover Commission. Our board deceided to defer until 
we had an opportunity to see the recommendations of the new Com- 
mission. 

Jerry Voorhis, who was a Member of the House for 10 years 
from California, had hoped to be here. Unfortunately, he had a con- 
flict in engagements and had to be in Des Moines, lowa, today. 
I bring his very best wishes to you, Mr. Chairman, and those other 
Members of the House who were here during those 10 years that 
Jerry served in the House. 

Mr. Voorhis’ statement is as follows: 
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STATEMENT OF Hon, Jerry Vooruis, Executive Director, CoopeRATIvE 
LEAGUE OF THE UNITED States oF AMERICA 


Mr. Chairman, and gentlemen of the committee, my name is Jerry Voorhis, and 
I am executive director of the Cooperative League of the United States of America 
with headquarters in Chicago. Our organization is a national federation, business 
association, and educational agency which includes in its membership farm supply, 
rural electric, credit, consumer, and insurance cooperatives. 

The Commission on Organization of the Executive Branch of the Government, 
popularly known as the Hoover Commission, includes in its report on lending 
agencies several recommendations which would vitally affect adversely the inter- 
ests of the cooperatives in America as well as the public interest, in our opinion. 

We have a very great concern, of course, for the policies of the Rural Electrifica- 
tion Administration, the Federal Housing Administration, the banks for coopera- 
tives and several other agencies which are treated in these reports. 

Because the principles involved affect all of the agencies under discussion, we 
would like to get right to the heart of the reeommendations and their effect on the 
co-ops and the public interest. 

Recommendations of the Hoover Commission respecting Government lending 
agencies are generally wrong. They are wrong because they would turn the clock 
back to the time when our economy was wide open to the danger of devastating 
depressions. The worst such depression in our history took place in 1929. 

Representative Wright Patman recently brought to the attention of the Congress 
and the Nation the exorbitant profits that member banks of the Federal Reserve 
System have been making in trading in the bonds of the United States Govern- 
ment. 

Congressman Patman takes his figures from official reports of the Federal Re- 
serve Board. These reports show a sudden 966-percent increase in profits made by 
commercial banks trading in United States Government bonds in 1954 over what 
they made on the average in the previous 5 years. They also show bank profits in 
general running at more than 31 percent of invested capital. 

Of course, we want business to be prosperous. But we want that prosperity 
to be general throughout the economy. It has always seemed to me that an in- 
justice takes place when bonds representing the credit as well as the debt of the 
whole American Nation are given over to banks in exchange for simple entries of 
figures on their books. 

The banks, under the fractional reserve system which we now employ, create on 
their books, the demand deposits with which they purchase Government bonds or 
other publie securities. 

Once the purchase has been made the bonds themselves become security for the 
deposit with which they were bought. In other words, we permit banks, but no 
one else in the Nation, to buy Government bonds with Government bonds. Or 
to put it still another way, banks buy up the people’s debt with the people’s credit. 

Describing this process before the House Committee on Banking and Currency 
in 1935, the Chairman of the Federal Reserve Board said, and I quote: 

“Tn purchasing offerings of Government bonds, the banking system as a whole 
creates new money, or bank deposits. When the banks buy a billion dollars of 

yovernment bonds as they are offered, and you have to consider the banking 
system as a whole, as a unit, the banks credit the deposit account of the Treasury 
with a billion dollars. They debit their Government bond account a billion 
dollars, or they actually create, by a bookkeeping entry, a billion dollars.”’ 

That was from the Chairman of the Federal Reserve Board. 

The credit of the United States and its people is based not on the banking system 
or any other one type of business, but on the ability of the entire economy to prod 
uce wealth and the ability of the Government to collect taxes. To any un- 
prejudiced mind this statement is a perfectly obvious one. 

The Constitution of the United States says in simple words, ‘Congress shall 
have the power to coin money and regulate the value thereof.”’ 

But the Congress does no such thing. 

The Federal Reserve banks and the commercial banks of the country create 
our money in the form of demand deposits. In other words, they monetize the 
Nation’s credit. When they buy Government securities, they collect interest 
from the Nation on the Nation’s own credit. The banks once regulated absolutely 
the value of our money by controlling its supply, that is by making loans or re- 
fusing to make them and by either creating demand deposits or not creating them, 

In recent years, this inordinate power of the banking system over our entire 
economy has been somewhat modified. Although it is still true that the power 
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of money creation resides in the private banks and not in the Government of the 
United States. The system, however, has been modified by the setting up of 
certain public agencies which make it possible to a degree for the people to employ 
their own credit mainly through Government lending agencies and Government 
guarantee of the securities of these agencies. The effect has been thus to reduce 
interest rates. 

The Hoover Commission proposes to restore the older order. It proposes to 
put an end to even the partial use of their own credit by the American people, to 
stop the Government itself from employing its own credit even in a very minor 
way, to restrain the rise of interest rates and to encourage constructive types of 
economic activity. The Hoover Commission proposes to make programs of 
economic benefit to the whole Nation subject to an interest rate dictated by the 
kind of monopoly of credit which helped to bring on the depression of 1929. 

Take one example—the rural electrification program. It is true that the rural 
electric cooperatives have been a major factor in electrifying more than 90 per- 
cent of American farms, whereas, only 11 percent were electrified when the 
cooperatives first began to organize in 1936. 

The rural electric cooperatives have accomplished this by assembling and 
pledging the credit of 4 million farmers for the repaying of loans. 

One result of this program was to enable American farmers to achieve a 25- 
percent increase in production to meet the needs of our country and its allies during 
World War II despite the fact that there was a reduction of more than 1 million 
people in the number employed in agriculture. Another result has been about a 
fifteen-fold increase in the use of electricity on farms in the United States—an 
increase which is still going on. This has meant a fifteen-fold increase in business 
for the whole electric appliance industry and all related industries so far as rural 
business is concerned. 

No one can measure the dynamic effect this development has had on our economy. 

Had the Hoover Commission had its way, this development never would have 
taken place. If the Hoover Commission has its way now, the program will grind 
to a halt. 

It is true that most of our farms are now electrified. But they ought all to be. 
And the ones row not served will be the most costly ones to reach. 

More important is the fact that the rural electric systems must keep up with the 
ever-increasing demand on the part of the farms now served. 

This will require constant expenditures for heavying-up lines, developing ade- 
quate generation facilities, and providing adequate maintenance. 

To stop the rural electric program now would be the height of national folly. 
But to double the interest rates that farmers must pay for loans against their own 
eredit would probably stop it. 

It would probably cause a good many of the cooperatives to have great difficulty 
in meeting payments on loans already contracted. And be it remembered that 
this rural electric program has cost the taxpayers of this country not one red cent. 
The loans have been paid by the cooperatives on the average ahead of schedule. 
The program has made money for the country’s taxpayers. 

Yet, the Hoover Commission proposes that no longer should the Rural Electri- 
fication Administration be able to borrow money from the Government or its 
Treasury. REA would have to borrow from the private moneylenders instead, 
and at a rate that would certainly be at least double what they now pay. It is 
all right, says the Hoover Commission, for the private banking system to monetize 
and control the credit of this entire Nation and lend it back to the Government and 
its agencies at interest. But it is not all right, says the Commission for 4 million 
farmers to use some of their own credit at their own risk to electrify the farms of 
the United States. 

Such reasoning is hard indeed to understand, especially when it is advanced in 
the name of private enterprise. One of the few industries in this country where 
true American-type private ownership and private enterprise still exists is in 
agriculture. The Commission proposes to deal it a heavy blow. Such a proposal 
is wrong. 

Or take a second example, the Federal Housing Administration. Here the 
Commission proposes apparently to discontinue Government guarantee of the 
debentures of FHA. Just what the purpose of this would be is hard to see. 
The FHA program has never cost the Genernnient anything. Here is no govern- 
mental capital investmentin FHA. Both its operating expenses, and its insurance 
claims are paid from the fees and premiums collected from those who use the 
program. 
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But whatever the purpose of the proposal, the effects are not hard to imagine. 
Withdrawal] of the guaranty would almost certainly lead to lending institutions 
insisting on receiving higher interest rates on housing loans. 

And it would probably result also in those lending institutions substantially re- 
ducing their participation in the whole program of financing homebuilding in 
America. Enabling legislation, both State and Federal, governing supervised 
institutions holdings of FHA-insured mortgages is based on the requirement of 
the Government guarantee. 

That guaranty never has cost the Government a single dime. FHA’s reserve 
is now more than 60 percent larger in promotion to insurance in force than the 
reserve of the Federal Deposit Insurance Corporation, which insures the bank 
deposits of the country. 

B6 one wonders, again, what the purpose of the Hoover Commission’s recom- 
mendation is unless indeed it is to sharply reduce home construction in the 
United States. Such a purpose is, to say the least, contrary to the public interest 
of the American Nation and people. 

Other examples could be cited, but the committee’s time is valuable, and these 
two should be enough. 

The questions this committee and the Congress must decide, therefore, are 
whether it is more important for American agriculture to be electrified or for 
private moneylenders to collect double the present interest rates; whether it is 
more important for home construction to go forward at its present rate, or to 
reduce it drastically because of the increased interest rates on FHA-guaranteed 
loans or because of reduced investment in FHA-insured mortgages; whether it is 
more important to recognize the debt the Nation owed to its veterans or to let 
moneylenders increase their already large profits by charging veterans additional 
interest. 

Again, this committee and the Congress have to decide where the surpluses 
come from that have been built up in the banks for cooperatives, for example, or 
the Production Credit Corporation, or the agricultural intermediate credit banks. 
It doesn’t take a very long head to see that these surpluses had to result from 
the fact that the borrowers from these institutions have been paying more interest 
to them than is has cost to run them. 

By every right and equity the surplus belongs to the borrowers who paid that 
interest. 

The cooperative league is in full agreement with the recommendations of the 
Hoover Commission that the Government-held stock in the Banks for Coopera- 
tives be retired by the cooperative borrowers. We have testified in support of 
legislation to bring this about. But the Hoover Commission wants all these 
agencies and some more to turn in all the Government securities in which their 
surplus has been invested and to take in return noninterest bearing credits. The 
effect of the suggestion is obvious. There would be no way for these agencies to 
sell such credits for anything like the value of the Government securities they 
would have to give up in exchange for them. 

The agricultural lending agencies therefore, whose present sound condition has 
been built up solely by the prompt repayment of loans by farmers and their 
cooperatives, would find it much more difficult to market their debentures and 
thus to obtain funds by private investment. Thus, their entire operations would 
be severely crippled at the very time when otherwise there is every likelihood of 
the orderly retirement of all Government capital in these institutions by the orderly 
process of borrower investment. 

There is one more thing the committee and the Congress will have to decide. 
That question is: What is private enterprise? On every side, we hear it said that 
we want a maximum of private enterprise. With that statement, certainly, the 
cooperative league is in full accord. 

But we want it to be real private enterprise, and not something phony. A 
privately owned monopoly, for example, is not a private enterprise at all. It is, 
instead, in its own economic field, an agency more powerful than the Government 
itself. It encounters no risk, it takes no chances. It merely dictates the economic 
fate of all the people of the Nation. Furthermore, true private enterprise is 
locally owned business. It is business owned by many people and families. It is 
competitive enterprise. Government policy, we believe, should be geared to 
spread among just as many of our people as possible the experience of private 
ownership of business enterprise. This is why we work for the development of 
cooperatives, because more than in the case with any other form of business 
organization, cooperatives make owners of many, many people. 

About 12 million American citizens are now shareholders in cooperatives of one 
kind or another. 
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And finally, the business of creating a nation’s money and regulating its value, 
the business of exploiting a whole nation’s credit—these are public, not private 
matters. The entire fate of the Nation depends on how these functions are 
performed. The credit of the people belongs to the people. It belongs of right 
to all the business and industry of the country, not to just one narrow segment 
of it. And electrified farms and good homes are a great deal more important than 
high-interest rate. 

The recommendations of the Hoover Commission are made in the name of 
private enterprise. But with due respect, many of those recommendations do 
not reflect an understanding of what private enterprise is in the traditional 
American sense of those words. 

We don’t believe Congress will accept these recommendations of the Commis- 
sion. We believe that if it did so, it would be making the fatal mistake of exposing 
our country to the very set of circumstances and special interest controls which 
doomed our economy in 1929. That must not be allowed to happen. 


Mr. Chairman, we thank you very much for the opportunity to 
present this statement on behalf of Mr. Voorhis, and on behalf of 
our entire organization. 

The CHarrman. Mr. Brown? 

Mr. Brown. Thank you, Mr. Chairman. 

Mr. Campbell, I realize that this statement that you read is not 
your own, but that of Mr. Voorhis, with whom I served in Congress 
for a number of years. 

I am rather hard put, Mr. Campbell, after reading this statement, 
and hearing it read, to ascertain in my own mind whether it is a criti- 
cism of the Hoover Commission or a criticism of the banking system 
of the United States. 

Mr. CAMPBELL. It might well be both. 

Mr. Brown. I presume it is. 

I am just wondering if you know of any nation in the world that 
has a better banking system than the United States? 

Mr. CampBeE.i. No; I don’t. But we are anxious to improve our 
banking system. 

Mr. Brown. What steps have you taken to improve the banking 
system? 

Mr. CampBELL. Well, one of the most important steps we have 
taken has been the organization of credit unions, for example. These 
have supplied the credit needs of a great number of Americans. 
About 8 million members of credit unions are now getting their small 
loans through credit unions. 

This is a service the banks of America were not performing until 
the credit unions got into the field, and showed that it was good 
business for a bank to get into the low-cost credit field, at an interest 
rate which it was possible for a man to repay. There were loan 
sharks before—— 

Mr. Brown. There were also Morris Plan Banks which made small 
loans. 

Mr. Campsett. Let me finish—— 

Mr. Brown. Let me ask you right at that point if you made a 
study as to what the Federal banking laws are, and what the banks 
organized under Federal law are permitted to do in the way of loans, 
and what they are not permitted to do, presumably for the protection 
of depositors who, after all, are also citizens, as well as are borrowers. 

Mr. CampseE..t. I am not an authority in that field. 

Jerry Voorhis has written a book called, Out of Debt, Out of 
Danger,—— 
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Mr. Brown. I read that. 

Mr. Campse.u. Which you may have read. 

Mr. Brown. Of course, I have never quite always agreed with 
Mr. Voorhis’ philosophy, and I don’t know very many who have 
agreed. 

Mr. CampsBeE.u. There are apparently a lot of people who agree 
with him. 

Mr. Brown. Not on all phases. 

Mr. Campse.u. That is right. 

But to get back to the credit union function: A close friend of mine 
is one of the vice presidents of the Manufacturers Trust in New 
York. He has pointed out that it wasn’t until there was a yardstick 
in this field of low-cost consumer credit that Manufacturers Trust 
decided to go into it. 

They now find that when they loan money at rates that average 
about 7 percent—which it is almost impossible for an average American 
citizen to get—that they are doing a tremendous business and making 
more money at it for themselves and their depositors than they ever 
did before. 

This is a lucrative field when it is done in the interest of the people, 
and at a reasonable rate. We in the credit section of the cooperatives 
did a great deal to improve the banking system in that way. We 
haven’t driven any banks out of business, we deposit our money in the 
banks. Most of the banks in the country are happy about credit 
unions. 

Mr. Brown. As I read your statement, or the statement of Mr. 
Voorhis here, you are of the opinion, both of you, that the banking 
system of the United States, or the banks of this country organized 
under State and Federal laws are profiteering? 

Mr. CampsBetu. Well, some of them are profiteering, most of them 
are not. 

Mr. Brown. You say these reports show a sudden 966 percent 
increase in profits made by commercial banks in trading in United 
States Government bonds in 1954, over what they made on the average 
for the previous 5 years. 

You say they also show bank profits in general running more than 31 
percent of invested capital. I have no way of checking to know 
whether such is correct or incorrect. 

But it certainly indicates that you must think, or Mr. Voorhis who 
wrote this report must think that the banking system of this country 
is made up of a bunch of profiteers who are gouging the people and 
the Federal Government. Is that your opinion? 

Mr. Campse.u In this particular instance, we feel that that was 
an exhorbitant amount of profit made, and that the amount—— 

Mr. Brown. I will agree with you that it is a big profit, if it is true. 
I don’t know whether it is true or not. 

Mr. Camppetu. What I would like to suggest is we ask Wright 
Patman—— 

Mr. Brown. I love Wright Patman, but I don’t accept him as my 
guiding light as far as financial matters are concerned, or on the 
conduct of banking. 

Mr. Campseuy., I know. But that was the source of the informa- 
tion and you expressed a wish to know all of the facts. 

Mr. Brown. I see. 
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Then you must be convinced that they are profiteers or you wouldn’t 
make a charge like that, because—— 

Mr. CamMpBELL. On this particular action, I believe they were; yes. 

Mr. Brown. All right; that is fine. 

Now, the statement is filled with a lot of flat charges and statements. 
For instance, here I read on page 3, ‘“The Hoover Commission proposes 
to restore the old order;’’ now that is just simply a matter of some- 
body’s opinion? 

Mr. CampsBe.u. That is right. 

Mr. Brown. Probably Mr. Voorhis’. That hasn’t been proven as 
a fact. That is simply an expression of opinion. 

Mr. CamMpBELL. I understand the reason for having hearings of this 
kind is to get the opinions and appraisals of responsible United States 
citizens. 

Mr. Brown. You don’t say that in your opinion. 

You just made a flat statement as if it is a fact. Of course, facts 
are determined by ail the evidence and by the decision of somebody 
who sits in judgment, rather than by the opinion of someone who may 
feel some action of the Commission doesn’t suit them. 

Mr. CampBELL. People know that is Mr. Voorhis’ opinion. 

Mr. Brown. That is his opinion. That is what I want the record 
to show. 

Mr. CampsBeELL. That is right. 

Mr. Brown. That is the opinion of Mr. Voorhis? 

Mr. CAMPBELL. That is what he was called here to give. 

Mr. Brown. Now, you say on page 4 relative to the REA, which 
some individuals like myself helped start and originate, that had the 
Hoover Commission had its way this development never would have 
taken place. Now, what evidence do you have of that? 

How do you know that? That is another statement of just blank 
opinion drawn out of the cool air, or hot air, or somewhere; is it not? 

Mr. Campre.u. What this intends to say, if I may restate it, is 
that these policies as announced here by the Hoover Commission 
would not have made it possible for this development to take place. 

Mr. Brown. That is your opinion, that doesn’t make it so, does it, 
just because you think so? You say the program would grind to a 
halt. 

Mr. CampBELL. We sincreely believe it would. 

Mr. Brown. You believe it would? 

Mr. CampBetu. Yes. 

Mr. Brown. But that again is something that the general public 
and the Congress and the President would have to determine. 

Mr. CamMpBELL. Well, someone who is very well qualified to speak 
at greater length on that will follow me on the witness stand fér the 
National Rural Electric Cooperative Association. 

Mr. Brown. You say: 

It is all right, says the Hoover Commission, for the private banking system to 
monetize and control the credit of the entire Nation and lend it back to Govern- 
ment and its agencies at interest. 

What evidence do you have that the Hoover Commission ever said 
that? Can you cite the statement? 

Mr. CampsBeEt.. I can’t quote chapter and verse. 

Mr. Brown. Can you 

Mr. Campsaut. I can’t quote chapter and verse on that. 
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Mr. Brown. Now, you say further down, ‘The Commission 
proposes to deal it a heavy blow.” That is probably REA. That is 
again a matter of opinion; isn’t it? 

Mr. CampsBeE i. That is right. 

Mr. Brown. Now, you talk about FHA: 

FHA’s reserve is now more than 60 percent larger in proportion to insurance 
in force than the reserves of the Federal Deposit Insurance Corporation, which 
insures the bank deposits of the country. 

And you talk about the operation of FHA. 

How much is the Government obligated for in connection with 
FHA loans? 

Mr. CampsBe.u. The amount as I recall it is something like $17 
billion, as stated in the Hoover Commission report. 

Mr. Brown. Well, altogether it runs considerably more than that, 
when you take into consideration all housing operations; doesn’t it? 

Mr. CampBE.u. These were the FHA obligations. 

Mr: Brown. You are talking about the FHA, and the whole 
housing program. 

Now, let me ask you one other thing, going back to the Federal 
Deposit Insurance Corporation. 

It, of course, was started in the same way that many of these 
other Government-financed operations were started, by the loaning of 
Government credit to the organization? 

Mr. CampBeE ut. That is right. 

Mr. Brown. That has gradually been mutualized or turned over 
to the people who it insures, so that the Government is completely 
out, and the Government investment has been returned; is that not 
true? 

Mr. Campsetu. We are not opposed to that as a principle. But 
we have to analyze it 

Mr. Brown. Isn’t that the principle which the Hoover Commission 
has more or less enunciated the whole way through this report? 

For example, that as soon as possible the REA should be permitted 
to operate its own business as soon as it can finance itself, and can run 
its own affairs. 

Mr. Campsety. That is what is recommended. 

Mr. Brown. And the housing program should be set up to do the 
same thing; that it be mutualized and placed on what you or I might 
described as a cooperative basis? We might have a difference of 
opinion about what a cooperative is, and you should know much more 
about it than I, since you draw your pay from them. But isn’t that 
exactly what the Hoover Commission recommended, that we try 
to get that same situation developed here, too? The Hoover Com- 
missiop didn’t fix a time limit for such a change. It just established 
that as sort of a goal or principle which ought to be attained as soon 
as possible. 

Do you object to that? 

Mr. CampBELL. Let me say this, that we have been advocating 
that principle be applied in certain places and with the proper tech- 
niques, in, for example, the changeover of the banks for cooperatives. 

But take the Hoover Commission report on the banks for coopera- 
tives, it not only enunciates this principle of mutualization, but it 
does a couple of things. First, it says we must hasten this process. 
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Mr. Brown. Don’t you think it ought to be done as quickly as 
possible? 
Mr. CampBE.LL, Your own colleague, Mr. Oakley Hunter, Deputy 


- Administrator of the HHFA and former Member of Congress, ap- 


peared before this committee some time ago and pointed out that 
this is being done as rapidly as the Administration feels that it is 
feasible. The Hoover Commission says it isn’t being done fast enough. 

Mr. Brown. That draws a point of issue between the person running 
a particular operation, who primarily is interested in his own project, 
and the viewpoint of the Hoover Commission as to whether or not it 
is being done as rapidly as it could or should be. 

; — that leave the question and the issue up to the Congress to 
ecide? 

Mr. CampBeE... That is right. 

Mr. Brown. Do you object to the people’s representatives in the 
Congress reaching a decision? 

Do you think it is wrong for the Hoover Commission to point out 
such a thing and suggest it can be done more rapidly? 

Mr. CampBeLu. We understand the reason why this committee is 
here and the reason why you want us here today is to get our opinion, 
No. 1, as consumers of the services of these institutions, and No. 2, 
as representatives of a very large body of taxpayers. 

Mr. Brown. You, of course, know 

Mr. Camppeuu. And that you want to get our opinion and our 
judgments here so that this committee 

Mr. Brown. You, of course, know that in connection with the 
FHA, and housing and so forth and so on, that this committee would 
have no jurisdiction over any of the recommendations made here, as 
far as enacting any legislation is concerned. You realize that, of 
course? 

I am sure you do, because you have been around the Hill for a 
long time. This committee would not have any jurisdiction over any 
legislation which might change the REA operation in any way; 
don’t you know that? 

Mr. CampBELL. This committee, as I understand it, is responsible 
for following Government operations. 

Mr. Brown. This committee has a right to look at all Govern- 
ment operations, that is true. But whenever—— 

The CrarrmMan. Are you referring to the Committee on Govern- 
ment Operations? 

Mr. Brown. I am talking about when it comes to actually putting 
into effect any of these Hoover Commission recommendations rela- 
tive to REA, relative to Public Housing or FHA, or any of those 
other lending operations, that legislative committees, committees other 
than our own, will have complete legislative jurisdiction. We would 
not have the power to pass upon any legislation that might change 
the REA law, or the system of financing REA, or anything else in 
connection with it. 

We would not have the jurisdiction in this committee to pass upon 
FHA legislation. We can review these recommendations only, but 
it is a sort of a moot 

The Cuarrman. No, it is not that, Mr. Brown. 

Mr. Brown. That is your opinion, and I have my opinion. We 
differ in our opinions. 
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The CuarrMan. That is right. Because the Congress in its wisdom 
saw fit to refer these matters to us for our consideration. The reports 
are made to us, sent to us by the Congress. 

Mr. Brown. Submitted to the Congress—— : 
The CuarrmMan. And we are holding hearings on them in order to 
advise Members of the Congress and advise the people of this Nation, 

to ask their opinion in order that they might talk to the Congress. 

Just as there was a committee formed known as the Committee To 
Further the Recommendation of the Hoover Commission | before 
those recommendations were out. They tried to commit people to 
go our and lobby for the passage of those recommendations before 
the recommendations were made, showing a set plan, showing a set 
ee showing a purpose, even before they were made. 

ow, to counteract that, there can be only an informed public. 
How will the public be informed? This committee is charged with 
the responsibility of receiving certain reports, and when we receive 
those reports we receive them to do something about them. 

Mr. Brown. But will the gentleman agree or disagree that as far 
as the matter of legislation to put into effect any of the Hoover Com- 
mission recommendations made relative to lending agencies that this 
committee, itself, would not have jurisdiction? 

The CuarrMan. Any Congressman can file a bill on any matter he 
is interested in and it will be referred to that legislative committee. 

The members of this committee, after hearing the testimony here 
and the evidence, can file a bill upon this and it will go to the legisla- 
tive committee. We can appear there, we can testify for them, we 
can notify you that this legislation is there. And you can appear 
before that legislative committee. 

Mr. Brown. Then, Mr. Chairman, as I understand it we agree on 
the fundamental thing which I said, and that is, to wit, that the 
legislative jurisdiction over any legislation which may be introduced 
on housing, lending agencies, or on REA, would not come to this 
committee for consideration. 

The Cuartrman. The legislation itself may not come to this com- 
mittee. 

Mr. Brown. Then there is nothing to agree about. 

The Cuarrman. I want you to understand this same power that 
refers legislation to certain committees referred these Hoover reports 
to this committee, and we are here engaged with these Hoover reports 
just like that legislative committee would be engaged on legislation 
on any subject matter and springing from the same authority. 

Mr. Brown. But when we get through with it—— 

The Cuarrman. When we get through with it we will try to have 
an informed public as far as our power lies as to the value of the Hoover 
recommendations, whether we agree with them, who disagrees with 
them, and so forth, and so on. 

Mr. Brown. But again, to get back to the facts as we understand 
them, when we get through with it all, if there is any legislative action 
to be taken it will come under the jurisdiction of -—— 

The Cuatrman. Of different committees of the Congress, yes. 

Mr. Brown. Then we have agreed. No use belaboring—— 

Mr. CampBELL. It may be presumptuous for a person who is not a 
Member of the Congress—— 

Mr. Brown. It would be, frankly. But we are used to having—— 
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Mr. CampseE... I would like to point out that in many instances, 
for example, on the agriculture surplus bill last year, in which we had 
a very great concern, that matter was considered in both the Agri- 
cultural Committee and in the Committee on Foreign Affairs because 
it affected both the foreign-aid policy and the agricultural policy. 

On quite a number of other things there are places where there are 
dual interests. 

a Brown. We know that. How long have you been here, young 
man? 

Mr. CampsBeLi. About 8 years. 

Mr. Brown. I see. When you have been in legislative work 40 
years, you may know something about it. But until that time I 
don’t care to have your advice on how Congress functions. I would 
like to go ahead with this. 

_Mr. Campse.y. Mr. Congressman, you are asking me a ques- 
tion—-— 

Mr. Brown. I did not ask you a question. You volunteered to 
enlighten Members of Congress who have been here a lot longer than 
you have been. Let’s understand that. Let’s go ahead here quickly. 

The Cuarrman. Proceed, Mr. Brown. 

Mr. Fascetu. While he is hunting, I might say, Mr. Chairman—— 

Mr. Brown. No. 

Mr. Fasce.iu. Excuse me, Mr. Chairman. 

Mr. Brown. You say here that for instance concerning the pro- 
duction credit corporation, and other organizations of that type, 
the borrowers from these institutions have been paying more interest 
to them than it has cost to run them. 

Let me ask you how many of these agencies that you have men- 
tioned have borrowed money from the Federal Treasury at a lower 
rate than the Federal Treasury has borrowed it from the public? 

Mr. CampBELL. There was substantial testimony on this particular 
point as affected the REA last year—particularly by. Ancher Nelson, 
Administrator of the REA. And a very careful study was made, 
which showed that the average cost of money to the Government was 
less than the rate of the loans. 

Mr. Brown. It is 2 percent on REA, as I recall? 

Mr. CampsBe... That is right. 

Mr. Brown. And does the Federal Government borrow its money 
at less than 2 percent? 

Mr. CampBeE.i. Taken on the whole it does, yes, sir. That 
includes both—— 

Mr. Brown. That isn’t the information we have always been 
given. I think the last information was that it averaged about 2.78. 

Mr. CampBe.u. That is on a particular type of borrowing. The 
borrowing that was launched this morning, another 2}s billion or some- 
thing like that, was at a rate substantially above that. But this 
includes both the short term and the long term. 

I think if you are not satisfied on this point it would be very worth- 
while to get a complete breakdown for the record. 

Mr. Brown. We have had information at different times before 
the Rules Committee, And it has varied. If I recall correctly, the 
average interest rate has been as high as 2.87. I think it is now 
2.78 or 76, or something like that. 
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I am just wondering if you think it is fair, if the situation exists 
where the Federal Government is loaning its money at less than it 
pays for it, when it has to go out and borrow the money it loans? Do 
you think that is fair to all the taxpayers? Or do you justify the 
difference in interest, or cost of the interest, because of the value to the 
general public? 

In other words, why should you take money away from me as a tax- 
payer and put it in the Betlersli'Trebeury and loan it to somebody else 
at less than the Government has to pay interest on the money it 
borrows to meet its deficits? 

Mr. CampBe.u. Well, the three institutions that we are testifying 
about this morning all charge interest rates which are in a reasonable 
relationship to the cost of credit. That is neither the REA, nor the 
FHA nor-the Bank for Cooperatives have been subsidized in any 
respect by the Government. 

Mr. Brown. You think if you loan Federal money to an organiza- 
tion created by the Government, at less than it costs the Government 
to borrow it, that that is not a subsidy? 

Mr. CampBeE.u. No, that is not—— 

Mr. Brown. Let me ask you just this general question. 

If the Federal Government goes out and borrows money, and pays a 
greater interest rate on it than it receives back in interest on the money 
it loans, is that or is that not a subsidy in your opinion? 

I just want your view on it. 

Mr. CampBELL. You are divorcing my previous statement about 
that on which we happen to know all the facts. 

Mr. Brown. Let’s say—suppose that is true. 

Now, suppose the Federal Government is paying more for the 
money that it loans to a given Government organization, paying more 
interest on the money that it has to borrow in order to loan it, than is 
paid back in interest on the loan, is that a subsidy in your opinion? 

Mr. CampsBe.t. Well, it is a cost of operation to the Government. 
If the Government has to 

Mr. Brown. Is it a subsidy? 

Mr. CampsBE.i. At a rate which is higher, taking in the whole 
borrowing capacity, than this particular agency loans it. But it is the 
responsibility of the Congress to decide whether certain types of 
programs 

Mr. Brown. That is not the question. Maybe it is a good idea to 
subsidize it. But the question I have asked you is, do you consider 
that to be a subsidy? 

If not, what is it? 

Mr. CampBetu. Well, if the total cost of money to the Government 
is more than the cost of the money to the borrower from the Govern- 
ment, to that extent there may be a subsidy involved in it. 

Mr. Brown. All right. 

Now, I am not going to take your case, for instance, but just another 
one: The Government goes out and borrows money for a 50-year 
term and pays a higher rate of interest than on a 90-day loan. But 
it borrows on 50-year bonds, in order to loan money to a reclamation 
project which is to be paid off in 50 years, at 2 percent. And the 
Government pays 3 percent for its money. 

Is that a subsidy or not, in your opinion? 

Mr. CampBe.i. Well, you must understand, Congressman, that 
in terms of the whoie fiscal policy of the Goverument we must have 
high-cost credit in the long range and low-cost credit. 
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Mr. Brown. I understand that. And the Government pays high 
interest rates on long-term loans. Wouldn’t that apply also to loans 
that are made by the Federal Government on long terms, or for long 
periods? 

Mr. CampBELL. Not necessarily, sir. 

This is the heart of this whole business, let’s face it, this is the heart 
of what the controversy is about. 

The credit of the United States Government is created by all of us 
who are taxpayers and citizens. 

Now in order 

Mr. Brown. Including people that don’t get any benefits from 
these services. Go ahead. 

Mr. CampBeE.u. That is right. 

There are certain kinds of borrowing, that is, high cost and a certain 
kind that is low cost. There are advantages to the Government in 
certain of these long-term loans that it makes. 

Otherwise, we would just be borrowing short-term funds, because 
the Government wants to be able to manage its credit. It is to the 
interest of the Government of the United States to make both short- 
term and the long-term borrowings, and you can’t say that the Gov- 
ernment goes out and borrows some money at 50 percent, just because 
a dam in Colorado 

Mr. Brown. I understand all that. But the fact remains they 
don’t get their money back for that length of time and, of course, they 
can’t pay all the money off on short-term loans, so they must have 
long term. I understand all that. But I am still asking you whether, 
if the Government pays more for its money than it gets back ino 
interest, whether or not that is a subsidy or a loss to the Treasury. 

Mr. CampBE.L. Let me state it this way: We do not believe it is 
a subsidy. 

Mr. Brown. You want to call it something else? 

Mr. CamMpBELL. Let me finish. 

Mr. Brown. Go ahead. 

Mr. CampBELL. We do not believe it is a subsidy, if the people 
repay interest at the average cost of money to the Government. 

Mr. Brown. Of course, it is a matter of fact as to what that average 
cost is, even on your basis. But suppose they don’t pay interest at 
the average cost to the Government? 

Suppose the average cost is higher than the Government loans, 
then is it a Government subsidy? 

Mr. CampsBE.u. Then it would be a subsidy. 

Mr. Brown. All right. 

I wanted to find out what your opinion was. 

Mr. CampBe vt. And it 

Mr. Brown. You answered it. Thank you. 

Mr. Campse.u. Many higher cost borrowings of the Govern- 
ment—and in many of 

Mr. Brown. You say FHA? 

Mr. CampBeE..t. That is right. 

Mr. Brown. FHA doesn’t loan Government money, does it? 

Mr. CampBELL. That is right. 

I retract that right away because I know better. 

Mr. Brown. You are wrong on that. 

Mr. CAMPBELL. Yes. 
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Mr. Brown. I don’t know too much about this, but there are some 
— I think I do know, and that is one of them. 

Mr. CampBeE.u. That is right. 

The Cuatrman. About this—— 

Mr. Brown. Let me ask you one other question, because this 
discussion has been quite interesting. 

It gives two viewpoints, two lines of thought. And I think that of 
a great deal of what the Hoover Commission recommended and this 
witness evidently believes in, but it is because of the difference in 
what he understands it to mean and what somebody else understands 
it to mean 

Mr. Fasce.v. Glad to find out there are two lines. 

Mr. Brown. It would not be a surprise to sometimes find there 
are 40 or 50 ideas. 

Let me ask you one other question: Let’s take a personal case: 
I am in trouble, I have something I want to do but haven’t the 
money to do it. Yet I am convinced it is so much to my benefit 
that it should be done even if I have to borrow money to do it. Sol 
come to you and ask if you will help me, and you make available to 
me, out of your funds, even though you may have to borrow the 
money yourself and pay interest on it, $100,000. 

Do you think it would be right for me, when I later found I only 
needed $10,000 of it to meet my needs, for me to take the other 
$90,000 and go out and buy up some notes you owe somebody else, 
and make you pay me interest on them? 

Mr. CampBELL. No. But I don’t think this illustration is pertinent 
to the question of keeping Government bonds in an institution 

Mr. Brown. I want your opinion, and to get it on the record. 

You believe it is perfectly proper and all right for some agency to 
which the Government extends or gives a line of credit up to, we will 
say, $300 million, when it finds out it only needs $40 or $50 million of 
it, to take $250 million of that money on which it pays small interest, 
or no interest at all, and invest it in Government bonds and have the 
very same Treasury, which let it have the money, pay interest on it; 
do you think that 1s right? 

I just want your opinion. 

Mr. CampBELL. The Government creates these agencies to do a 
job, not just willy-nilly. 

Mr. Brown. But they loan them their money or their credit. 

Mr. CampBELL. It provides the credit. Sometimes it has more 
credit than it needs 

Mr. Brown. Wait a minute. They found they didn’t need the 
money, so they didn’t use it, but instead invested it in Government 
bonds and securities. Do you think that is fair, or do you think it 
would be better, fairer and more decent, to take that unneeded 
money and pay it back to the Federal Treasury, and say ‘We found 
out we won’t need as much as we thought. You have been good 
enough to advance us the money and credit of the American people. 
We know we have a great national debt upon which we are paying 
interest, so we will turn back this money.” 

What do you think is the right thing? 

I would like to have your opinion on it. 

Mr. CampBELL. In my personal opinion it is important to have 
institutions like the FHA, Farm Credit Administration, Rural Elec- 
trification Administration, in a position to do a job. 
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It is the right of the Appropriations Committee and others to look 
constantly at the financing operations of those bodies. They haven’t 
taken these matters lightly as I know, as I have appeared before 
Appeogeaaen? Committees. 

he Appropriations Committees have a responsibility to see that 

an agency doesn’t get out of line. I think the Government has been 

retty good on those matters. But there are times when it is possible 

or the bank for the cooperatives, for example, because it happens to 

have Government securities in its portfolio, to go out into the market, 

as the Congress has asked it to, to market debentures of the Bank for 
Cooperatives. } 

This actually saves the Government money in its whole operations. 
We run into this rather strange situation, and I think it is perti- 
nent 

Mr. Brown. That is where they need the money. But where 
they don’t, but just simply making an investment, what about that? 

Mr: CampBELL. Well, I don’t know any of the agencies that do. 
There may be some. Take, for example, these specific recommenda- 
tions on these specific agencies. 

You have the men who are appointed by the President of the United 
States, who are responsible for those things. They are the adminis- 
tration’s appointees on these matters. 

This is not just my own personal opinion. A former member of 
the House, Mr. Oakley Hunter, who is now Acting Administrator of 
the Housing and Home Finance Agency, came before this committee 
and pointed out these specific points at which it was contrary to the 
best interests of the Administration and of the people to abide by 
the—— 

Mr. Brown. He gave the committee the benefit of his opinion; 
that is right. 

Mr. CampBeELL. You find in the Farm Credit Administration, the 
Administration representatives 

Mr. Brown. I was present at those hearings. You don’t have to 
recall to my mind as to what they testified. 

Mr. CampsBe... It is the Hoover Commission against the Hisen- 
hower administration 

Mr. Brown. You also recall these same gentlemen testified they 
would like to have the interest received on these bonds to help them 
meet their operating expenses, didn’t you, all as a part of their income? 

Do you think it is right for them to obtain part of their income in 
that way? 

Mr. CampsBeELL. For short-term periods it certainly is. 

Mr. Brown. I am not talking about short-term, I am talking 
about just the right to get it. Do you think they ought to be entitled 
to get part of their operating expenses or to make such a profit off 
the taxpayers’ money? 

Mr. Campspewu. These are agencies of the United States Govern- 
ment. They are set up by the Government, they are controlled by 
the Congress. 

Mr. Brown. They are independent agencies. 

Mr. CampBe... If they get out of line it is the right of this Congress 
through its appropriate committees to pull them back into line. 

Mr. Brown. That is what the Hoover Commission has suggested. 
It has recommended Congress check these things and find a better 
way to handle them. 
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Mr. CampsBe i. That is right. 

Mr. Brown. But you disagree with it, and think there ought not 
to be a better way? 

Or that which is recommended is not a better way? 

Mr. CampsBe.u. That is right. 

Mr. Brown. Let me ask you one other question and I am through, 
because I have been running way over my time: The Federal Deposit 
Insurance Corporation, which you cite here received the same kind of 
a grant that some of these other agencies have had, of $300 million 
of Federal money, which the taxpayers furnished. 

The Federal Deposit Insurance Corporation has assessed their mem- 
bers a sufficient amount to make their organization self-supporting, 
to meet its operating expense, to set aside a reserve, which isn’t quite 
as high, as you point out, as some of the others, but it has also paid 
back the $300 million into the Federal Treasury, the $300 million 
which it received to help it get started. 

It paid that $300 million back, instead of investing it in Government 
bonds, from which it would have received interest from the very parent 
which helped it in its time of need by advancing this money. 

Do you think the Federal Deposit Insurance Corporation did right 
or wring in that? 

Mr. CampsBeE.i. That seemed to be very sound policy. 

Mr. Brown. Then if it is a sound policy for FDIC to do it, why 
wouldn’t it be a sound policy for similar organizations in similar cir- 
cumstances to do the same thing as quickly as they can? 

Mr. Campse.yu. Well, if you look over the situations on each 
agency 

Mr. Brown. Isn’t that exactly what the Hoover Commission has 
recommended, now, when you read it all? 

Mr. CampBELL. I don’t believe so. Because in FHA, for example, 
if we followed this policy—-— 

Mr. Brown. In other words, you don’t think that policy fits on 
other agencies? 

Mr. CampsBe.t. It may apply on several of the others. But on 
FHA, for example, if this were carried through, as pointed out by 
former congressman Oakley Hunter here, it would be necessary to 
drop the veterans’ housing—the new military housing program, the 
cooperative-housing program, and the other program types of things 
where it is in the public interest. 

Mr. Brown. You know Congress has other ways to meet the 
military housing needs by appropriating a billion and a half last year, 
most of it for housing, and two billion—— 

Mr. Campse.t. But the Capehart proposal which is in the House 
bill and adopted by the Senate provides for an FHA operation in this 
particular case. J think it is very worthwhile to have that. 

Mr. Brown. I am glad to have your advice because you expressed 
a little different philosophy and different opinion than the Hoover 
Commission, but you seemingly still agree that if the situation will 
permit, and Congress finds it permits, then the Hoover Commission 
recommendations might be put into effect, but you don’t believe that 
the facts will be that way. 

Of course, again the Hoover Commission has recommended a policy 
and a program on lending for the consideration of Congress which it 
has to apply to the facts as it finds them in each of these cases. 

Mr. Campsett. That is right. 
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Mr. Brown. That is all. 

I would like, Mr. Chairman—I would like to be excused, I have 
another committee meeting and I will not be present at the time the 
other witnesses testify. 

Therefore, I will not have an opportunity to question them as I 
would like. I think that covers the main points here this morning. 

I appreciate your courtesy. 

The Cuarrman. Mrs. Harden? 

Mrs. Harpen. No questions. 

The CuHarrmMan. Mr. Fascell? 

Mr. Fasce.u. No questions. 

The Cuarrman. Mr. Henderson? 

Mr. Henpverson. No questions. 

The CHarrman. Mr. Pincus? 

Mr. Pincus. No questions, sir. 

The Crarrman. I want to ask a question or two about giving away 
money. 

I want to know about getting this billion dollars without any money 
being invested. 

The Chairman of the Federal Reserve Board said: 

In purchasing offerings of Government bonds, the banking system as a whole 
creates new money, or bank deposits. When the banks buy a billion dollars of 
Government bonds as they are offered—and you have to consider the banking 
system as a whole—as a unit—the banks credit the deposit account of the Treasury 
with a billion dollars. They debit their Government bond account a billion 
dollars, or they actually create, by a bookkeeping entry, a billion dollars. 

Mr. CampsBe.u. That is right. 

The Cuarrman. Do they make money on the purchase or use of 
Government bonds? 

Mr. CampBE.u. Yes, they do. The testimony of Congressman 
Patman to that effect probably ought to go into the record in more 
complete detail. Because that spells out pretty much—— 

The CuHairman. We are going to hold a hearing starting soon on a 
situation that has developed and we also are interested in that 966 
percent they made by manipulating Government bonds. 

ey CaMPBELL. I am very happy that you are going to investigate 
that. 

The Cuarrman. Thank you very much, sir. 

Mr. Camppeuu. Thank you. 

The CuarrMan. Our next witness will be Clyde T. Ellis, general 
manager, National Rural Electric Cooperative Association. 

Identify yourself for the record. 

Mr. Exuuis. Mr. Chairman and members of the committee, my 
name is Clyde T. Ellis, general manager, National Rural Electric 
Cooperative Association. 

If it is agreeable with you and the committee, Mr. Chairman, our 
economist, Dr. Clay Cochran, will make the statement for the National 
Rural Electric Cooperative Association. 

Dr. Cochran has been with NRECA approximately 3 years. 
Before coming with us he was a professor of economics at the Univer- 
sity of Oklahoma. 

Mr. Cocuran. Mr. Chairman, and members of the committee, I 
greatly regret that Representative Brown couldn’t stay because much 
of what he was interested in runs to the very heart of our testimony. 
[ am sure he will read the statement later. 
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The Cuarrman. Will you pause before you begin your statement. 
We will let you take your picture, sir, and after he starts to testify 
no more pictures of the witnesses testifying. 

(Pause.) 


STATEMENT OF CLAY L. COCHRAN, DIRECTOR, LEGISLATIVE, 
RESEARCH, AND MANAGEMENT DEPARTMENT, NATIONAL 
RURAL ELECTRIC COOPERATIVE ASSOCIATION 


Mr. Cocuran. My name is Clay L. Cochran. , I am director of the 
legislative, research, and management department of the National 
Rural Electric Cooperative Association which is the national associa- 
tion of REA financed electric borrowers of which there are over a 
thousand. 

Most of these borrowers are cooperatives and public-power districts. 
Approximately 900 of these systems are members of our association, 
a very high proportion of members in any voluntary organization, a 
condition which we think is a tribute to the purposes and functions of 
our organization. 

I might interrupt off the record here. 

(Discussion off the record.) 

Mr. Cocuran. Our association was organized in 1942 primarily to 
protect the infant rural electrification program from destruction dur- 
ing the war as the result of a propaganda campaign launched by the 
big power companies. 

We wish to commend this committee for making inquiry into the 
background and report of the Hoover Commission report on lending 
agencies of the Federal Government, and we appreciate the oppor- 
tunity to appear before you. 

Mr. Chairman, almost as soon as the members of the Task Force on 
Lending Agencies were appointed, we expressed an interest in their 
work as it related to the Rural Electrification Administration and 
requested an opportunity to be heard regarding the functions of REA. 
We were advised that no public hearings would be held by the task 
force and that there would be no opportunity for us to be heard. 

Subsequently, in an effort to present the case of the rural electric 
systems we talked to the staff director, Mr. Theodore Herz, and his 
assistant. 

It was immediately obvious that Mr. Herz was not hunting ideas, 
nor an understanding of the program. He was not interested in 
efficiency or any of the matters which should have been of vital interest 
to him in his official position. 

Summed up, his questions to us were: (1) Don’t you think the rural 
electric systems are being subsidized; and (2) When can REA be 
abolished? 

After this discouraging beginning, for we had already been denied a 
public hearing, we wrote a letter to the Lending Task Force and 
attached a statement entitled “Financing the Rural Electrification 
Program in the United States.” 

I have a copy of this statement with me—I believe the members of 
the committee have copies—and I would like to request that it appear 
in the record as the viewpoint of the rural electric systems on the 
Rural Electrification Administration and in order to make it possible 
for me to shorten my formal statement to the committee today. 

The CuarrMan. Very well. 

(The statement referred to above follows: ) 


Exursitr A 


Financing The 
Rural Electrification Program 
in the United States 


A statement of the background, development, problems and 

needs of the rural electric systems of the United States, 

presented to the Task Force on Lending Activities of the 

Commission on Organization of the Executive Branch of 

Government, by the National Rural Electric Cooperative 
Association. 


Prepared by: 


Dr. Cray L. Cocuran, Staff Economist 

National Rural Electric Cooperative 
Association 

1303 New Hampshire Avenue, N. W. 

Washington 6, D. C. 


June, 1954 
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July, 1954 


MEMORANDUM: ALL SYSTEM MANAGERS, BOARD 
MEMBERS, STATE MANAGERS AND EDITORS 


FROM: CLYDE T. ELLIS 


Attached is a copy of a statement submitted to the Task 
Force on Lending Activities of the Commission on Organiza- 
tien of the Executive Branch of Government by the Associa- 
tion (the new Hoover Commission.) As you know, this Task 
Force did not hold public hearings and our only opportunity 
to be heard was the submission of this statement. 


We urge you to give this document careful attention because 
although it was prepared for the Task Force, we also prepared 
it with the system managers and directors in mind. Much 
research and study went into it. Most of us have had little 
opportunity to study the functioning of the money market in 
the utility field, and this document throws considerable light 
upon the problems we would face if REA were ever abolished 
or restricted in its lending activities to the point where we 
were forced into the open market for funds. 


This statement was prepared by our Economist, Dr. Clay 
Cochran, with the helpful criticism of other members of the 
staff. Because of budget limitations, we are not able to print 
enough copies to send to directors. Therefore, we would ap- 
preciate your calling it to their attention and if any of them 
especially want a copy, we have a few extra as long as they 
last. 


We would welcome your comments. 


PUBLISHED BY NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 
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FINANCING THE RURAL ELECTRIFICATION 
PROGRAM IN THE UNITED STATES 


The National Rural Electric Cooperative Association is interested in 
the work of the Task Force on Federal Lending Activities to the extent 
that its work relates to the Rural Electrification Administration, a Federal 
lending agency. This means essentially that we are interested in demon- 
strating to you, if that is necessary, that this agency should be continued 
on a vigorous basis, indispensable to the task of supplying rural people 
with adequate supplies of low cost power. 

With reference to the Act establishing the Commission, we find that 
you are instructed to study and make recommendations for any desirable 
changes including “. . . elimination of non-essential services, functions and 
activities which are competitive with private enterprise.” A common 
sense interpretation or rephrasing of this mandate would appear to be that 
the Commission is to recommend the elimination of any services, functions 
and activities of the Federal government which are competitive with 
private business provided such activities are deemed to be non-essential— 
non-essential presumably to the welfare of the people of the nation—or 
provided they can be supplied as well by others. 

In general, we request that the Task Force and the Commission, in 
view of the remarkable record established by REA over a period of almost 
twenty (20) years, commend the Congress and REA on this record and 
urge that REA be continued as a vigorous, adequately financed, politically 
non-partisan agency with sufficient administrative and loan funds to carry 
on its vital technical, promotional and lending functions. 


We would like to say to you directly that we are emphatically opposed 
to any change in the name, organization, operations, policies, procedures 
or appropriations for REA with one minor exception which relates to the 
outmoded formula for the allocation of loan funds. (See Exhibit 1*) 

The outmoded state allocation formula is found in Section 3, para- 
graphs (c), (d), and (e) of the REA Act as amended. This formula 
requires that electric loan funds be allocated on the basis of the number 


EXHIBIT 1 
URGING ABOLITION OF REA ALLOCATION FORMULA 
WHEREAS, the formula in the existing act governing the allocation of REA loan 
funds has ceased to serve either an essential or useful purpose but has become, 


instead, an impediment to the simple and economical administration of this pro- 
gram; 


Now, THEREFORE, Be It REsoLvep, that we urge the Congress to delete the 
allocation formula from the act and stipulate that the allocation of loan funds be 
left to the discretion of the Administrator of REA. 


(Resolution passed at the National Annual Meeting, NRECA, 1953) 


* * * *. * * . * * * 
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of unelectrified farms in a particular state as a percentage of the total 
unelectrified farms in the nation as a whole, and limits the amount of 
annual authorizations of loan funds which can be allocated to any one 
state to ten per cent of the total. 

We urge that the Task Force and the Commisson recommend the 
abolition of the allocation formula in the REA Act in the interest of 
efficiency and economy. As long as the formula is in the Act, the Congress 
will be compelled to authorize more loan funds than required for lending 
in order to get the amounts loaned that are needed. The formula serves 
no positive worthwhile purpose and has become a stumbling block in the 
efficient administration of the program. 

At this juncture, I think it would be well to add that we are in accord 
with the recommendation of the previous Commission on Organization 
of the Executive Branch of the Government that the Federal government 
adopt a system of capital budgeting. The Federal government has con- 
tinued to use general fund budgeting instead of adopting the standard 
business and corporate practices of separating capital and operating 
budgets. This is important to the rural electrification program because 
each year we are compelled to approach the Congress on loan funds as 
though we were requesting appropriations. This is a source of trouble 
and expense both to us and the Congress, and is wholly misleading because 
all REA loans are repayable with interest. They are not expenditures, 
but investments, and should be so considered in the government’s 
budgetary system. We urge the Task Force and the Commission to recom- 
mend that the Congress adopt a system of capital budgeting. 


The Background and Development of the Rural Electrification 
Administration 


In examining any Federal function we believe it is essential to review 
the history of the origin and development of the function. This is par- 
ticularly true of REA. The Rural Electrification Administration was 
created by Executive Order in 1935 and the original REA Act was passed 
by the Congress in 1936. The Act established REA as the promoter, 
technical advisor and lending agency or banker to help bring electric 
power to the rural people of the nation. 

At the time the Act was passed, although central station electrical 
service was more than a half century old, only about 11 per cent of our 
farm families had access to that service. Most of those who did have 
service were located on the periphery of towns and cities, along main 
highways or were heavy users of power for irrigation or other purposes. 
Private enterprise in the electric industry had failed signally in bringing 
this service to most of the 30 million people who lived on farms. There 
had been a great deal of discussion of the problem, but little achievement. 
Generally, the private corporations had franchises which blanketed the 
rural areas, but these corporations contended that it was not financially 
possible to serve rural areas. Corporation management believed that 
farmers either did not want electric service or could not afford to pay the 
price necessary to secure it. 

In the early months of the life of the new agency, the first adminis- 
trator, Morris L. Cooke, made every possible effort to persuade the private 
corporations to borrow funds from REA, adopt some technical innovations 
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on economical construction, and proceed with the electrification of rural 
areas. His efforts came to naught. Virtually none of the private cor- 
porations ever borrowed REA funds. As a result, the farmers were 
compelled to organize their own cooperatives and power districts to do 
the job themselves. REA is a direct result of the failure of private 
corporate enterprise to perform the function of bringing electrical service 
to rural areas. REA and most of its borrowers moved in to fill a need 
which had not been met by private profit enterprise. 


Achievements of the Rural Electrification Administration in Cooperation 
With the Farmers of the Nation 


Despite the pessimism of the managers of private power companies 
and their failure to seize upon an opportunity, REA has been successful 
in bringing power to over 90 per cent of all farms in less than 20 years. 
It is true that REA borrowers serve only about 54 per cent of all farm 
families, but the impact of the REA program on the private corporations 
is largely responsible for the rapid increase in private construction in 
rural areas. In other words, in addition to the direct achievements of 
REA, cognizance must be taken of the healthy effect which the activities 
of this agency had in providing a stimulus to private monopoly. There 
is certainly little doubt in the minds of most American farmers that they 
now have electrical service as a result of REA’s activities. 

In the course of less than 20 years, REA has loaned over $2,838 million 
in electric loan funds of which $2,401 million has actually been advanced 
to borrowers. It has performed this task with a remarkably small staff 
and with such efficiency and devotion to public service that no charge of 
corruption or mismanagement has been or, we believe, can be successfully 
levelled against this great agency. 

By virtue of the technical services made available by this agency and 
the funds which it has loaned, REA borrowers have energized 1,307,630 
miles of electric lines, brought power to 4,042,280 homes and establish- 
ments. This is a tremendous achievement, one which should excite the 
imagination and assure the support of all citizens of the nation. 

Indeed, there is general agreement in this country that REA has been 
one of the most successful, efficient, and productive agencies ever created 
by government. 


What Is the Future of the Rural Electrification Program and the 
Rural Electrification Administration? 


Doubtless the question in which this Task Force is legitimately 
interested is “What is the future of the rural electrification program and 
the Rural Electrification Administration?” It is really this question to 
which we want to direct this statement. 

The two most pertinent questions which may be raised are: (1) When 
can REA cease to exist, and (2) in order that it may be abolished, what 
are the problems which must be solved? 

The answer to both of these questions is: The farmers of this nation 
are emphatically opposed to the abolition, reorganization, or restriction of 
REA in any manner whatsoever. The same economic factors which made 
REA essential originally are still present. Continued adequate electric 
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service in rural areas is dependent upon REA loans and services. We are 
opposed to any change in the name, location, function, organization, 
indeed to any and all changes in REA as presently established with one 
exception. We would favor the abolition of the State allocation formula 
in the REA Act. 

As was stated earlier, the State allocation formula no longer serves 
any positive purpose. Instead, it compels the Congress to authorize 
loan funds with one eye on the actual credit needs of the rural electric 
systems and another on the restrictions which the formula places on the 
use of loan funds. We hope you will recommend abolition of the formula 
as essential to efficient and economical administration. 


Why REA Must Be Maintained 


The foregoing represents our conclusions. The reasons for our con- 
clusions are as follows: 


(1) The job of bringing central station electric service to rural people 
is not completed and will not be without the activities of REA as presently 
constituted. 


(2) The job of maintaining continuous and dependable central station 
service to rural people is a never-ending task and will not be done without 
an REA as presently constituted. 


(3) Rural people demand and have a right to adequate supplies of 
power at the lowest possible cost, and this can only be secured by the 
continuation of an adequately staffed, adequately financed REA. 


(4) Farmers did not organize to supply themselves with this essential 
service until they were compelled to do so by the failure of private cor- 
porations to supply such service. Now that they have been compelled 
to undergo the toil, risk, and trouble to bring electric service to them- 
selves, they are not willing to give up their own enterprises and become 
“second class consumers” of commercial utility corporations. Only the 
continuation of a vigorous REA will make it possible for rural people 
to continue to own and operate their own electric systems. 


(5) The continued existence of REA-financed rural electric systems 
is essential to farmers presently receiving electric service from investor- 
owned corporations because the REA financed, consumer-owned rural 
electric systems are an irreplaceable “yardstick” which compel good 
service at reasonable costs by private utility companies. 


(6) All electric consumers have a vital interest in the continuation 
of REA and the perpetuation of rural electric cooperatives and power 
districts because these nonprofit systems are a vital part of the “yardstick” 
against which the reasonableness of the rates of profit corporations are 
measured. 

We would like to elaborate briefly on these points: 


500,000 Families Still Unserved 


There are still approximately 500,000 farm families living in the age 
of firewood, kerosene and cowchips. Some of these families are located 
in power company “pockets” and can never be reached by REA borrowers. 
Many other families are located in sparsely settled areas or in areas of 
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low per capita income. In both instances, they are groups difficult to 
reach with modern service. The only hope of their getting such service 
is the continuation of REA technical, promotional and lending operations 
in conjunction with nonprofit electric systems that will make every 
reasonable effort to extend service to them. We do not know how many 
of these families are permanently beyond the reach of central station 
service, but we strongly believe that their rights and the welfare of the 
nation calls for providing such service wherever it is at all possible. 


Increasing Demands Must Be Met 


The job of maintaining modern electric service to rural people is a 
continuing problem. Once central station service is made available, the 
demand for power increases rapidly. In recent years the loads of our 
systems have been doubling approximately every four to five years. 
Exhibit 3 illustrates the growth in demand for power of REA systems 
and estimates of future load growth. The projections of future power 
demands were made by the REA staff. We believe that these projections 
are very conservative and actually underestimate what the demand will 
be by a considerable margin. They are nevertheless impressive. (See 
p. 28 for Exhibit 2 which contains the data on which the chart is based.) 

This rapid growth in demand means that REA borrowers .are con- 
stantly in a process of “heavying up” their lines and other facilities to 
carry the increased power loads. These system improvements are as 
essential to modern electrical service as the original connection and the 
difficulties in financing are no less. From this viewpoint, there is no 
time in the forseeable future when the need for REA loans and technical 
services will disappear. 


The Need for Generation and Transmission Funds 


Moreover, although approximately 315 REA borrowers get their 
power, directly or indirectly, from Federal projects, most of the balance 
are dependent upon either their own facilities or those of the private 
power corporations for wholesale power supply. There are a few systems 
that get their power, in whole or in part, from municipalities, non- 
Federal public sources and others. If farmers are to receive adequate 
supplies of power at low cost, they must be able to use as a bargaining 
lever the threat to borrow REA funds for their own generation and trans- 
mission facilities. If such funds are not available, some systems will not 
be able to secure wholesale supply at all and many of them will be 
compelled to pay exorbitant prices. Generation and transmission loans 
from REA are a competitive lever which our systems use to secure 
reasonable wholesale rates. (See Exhibit 4.) The cost of wholesale power 
to our systems is, on the average, 32 per cent of their annual revenues. 

In the early days of our program, many private power companies 
refused to make wholesale power available on any terms, either because 
they were opposed to the program, because they did not have the capacity 
available, or for whatever other reasons. In other cases, the power com- 
panies offered wholesale power at such exorbitant rates that the co- 
operatives could not start construction because the systems were not 
economically feasible with such high wholesale rates. Many of our 
systems were delayed for long periods of time because the private 
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EXHIBIT 4 


COMPARISON OF WHOLESALE RATES PAID TO COMMERCIAL POWER 
COMPANIES BY REA BORROWERS AND OTHER LARGE 
LIGHT AND POWER USERS 
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monopoly of power supply was rigged against them. Our experience in 
dealing with private monopoly in the field of power supply has been long 
and bitter. The experience has not been uniform or universal with the 
companies but the exceptions have been in the minority. 

Faced with refusals of investor-owned corporations to supply adequate 
quantities at reasonable costs, our systems in many areas had only two 
alternatives: (1) They could build their own generation and transmission 
facilities or (2) fall back on existing or potential supply from municipal 
or Federal agencies. 
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REA Generation and Transmission Loans 


Our generation and transmission program has always been the most 
controversial part of the REA program. This is true for a number of 
reasons: In the first place, it has been one of our key bargaining weapons, 
and in many areas our only bargaining weapon with the profit utilities in 
getting power supply and in getting rates down to a reasonable level. 
Under the interpretation of the REA Act, a rural electric system or a 
federation of systems can secure REA loans for generation only if they 
could establish that there is no adequate supply of power available, or 
if they can demonstrate a saving as a result of self-generation. Con- 
sequently, in areas where Federal power supply has not been available, 
our systems have used or threatened to use the right to borrow funds for 
self-generation many times. The results have been salutary. In areas 
where supply could not be secured and..where no profit company was 
willing to undertake the construction of additional facilities, our systems 
have built their own generating plants. In other areas where profit power 
wholesale rates were unreasonable, the threat to generate has had a very 
healthy effect on wholesale rates. They have been reduced, almost with- 
out exception. (Exhibit 5.) 

REA borrowers used 13.1 billion kilowatt hours of energy in fiscal 
1953 compared to just over 1 billion in 1942. Our total load, over the 
country as a whole, increased about 15 per cent in fiscal 1953. Commercial 








P EXHIBIT 5 
URGING SUPPORT OF GENERATION AND TRANSMISSION RIGHTS AND FUNDS 


WHerEas, the pressure continues in intensity against the appropriation of funds 
for the construction of generating plants and transmission lines; and 

WHerEas, it is felt by the delegates to this annual meeting that the right to 
construct said generating plants and transmission lines is the life-blood of the 
rural electrification program; 

Now, THEREFORE, Be It RESOLVED that we urge the Members of Congress to do 
everything within their power to defend the right of REA cooperatives to construct 
and operate generating plants and transmission lines to serve themselves; and 

Be It FURTHER RESOLVED \that we urge the Congress to appropriate adequate 
funds for this purpose. (1954) 


* ” * *. . * *. ae * * 


WHEREAS, it is imperative that rural electric cooperatives have the right to 
construct and operate generating plants and transmission lines, and 

Wuereas, it has been proven by history that the very economic foundation of 
the rural electric cooperatives is dependent upon an adequate power supply at 
reasonable rates, and that it was only through the construction of generating and 
transmission facilities by a few cooperatives to serve as a self-controlled yardstick 
as to reasonableness of rates, that the economic welfare of the electric cooperatives 
throughout the United States has been protected, and 

soe the Congress of the United States has, in the past, recognized this 
right; 

Now, THEREFORE, Be Ir ReEsotvep by the delegates to NRECA convention 
assembled in San Francisco, that we urge the members of the House of Repre- 
sentatives and the Senate to support legislation, to protect and defend the right 
and opportunity of the cooperatives to construct and operate generating plants and 
transmission lines, and 

Be Ir FurTHER ReEsOLveD that we urge Congress to appropriate loan funds for 
this purpose. 53) 

(Resolutions passed at National Annual Meetings of NRECA, 1953 and 1954) 


* * o * * * * * * * 
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companies furnished 49.2 per cent of our supply and the Federal govern- 
ment furnished 29 per cent of our total fiscal 1953 needs. We secured 
7.9 per cent from other public agencies and generated only 13.9 per cent 
of our total requirements. 

By the nature of the power industry, our right to generate when we 
cannot integrate with other power sources, Federal, Municipal or private, 
is usable only where the profit companies’ demands are exorbitant. The 
nature of the power industry is such that large scale generation is greatly 
superior in overall efficiency to smaller units. This places a real handicap 
on our systems, all of which are relatively small. In addition, there are 
great economies to be secured from area or regional integration of 
facilities because the better balanced loads resulting from such integra- 
tion and use of each other’s standby capacity greatly reduce costs per 
kilowatt hour. Our strictly local systems find this an additional obstacle 
to getting their own generation costs down except where they can 
integrate with other systems on favorable terms. 

Despite the limitations on the economic possibilities of self-generation, 
the right to generate and transmit their own power and the opportunity 
to borrow funds for that purpose have been absolutely essential to our 
program. 


Alternative Proposals to the Continuation of REA 


In view of the accomplishments of REA over the years, coupled with 
the political potency of the rural vote, there have been few people who 
have suggested or will suggest the outright abolition of REA or the 
destruction of the rural electric systems. Instead, there have been 
flanking attacks originating with the monopoly forces which are opposed 
to any competition whatever in the electric power field.* These proposals 
range from contentions that REA administrative funds should be cut to 
the vanishing point, turning that agency into a strictly loan-collection serv- 
ice shorn of its vital technical staff, to proposals which call for selling the 
REA mortgages in the private money market and leaving REA borrowers 
to reckon with the “free market” in securing their future financial require- 
ments. Other proposals, usually vague, have called for transforming REA 
into a credit corporation operating along the lines of the Federal Land 
Bank system. 

We are vigorously opposed to any and all such schemes. 

In the first place, the technical services of REA have already been 
slashed below the point at which we think they should be maintained. 
We believe that REA technical services are justified as security on the 
$2.8 billion in loans outstanding, and that they are entirely justifiable 
in terms of their being an economical service to farmers. The Extension 
Service has long provided technical services to farmers at the expense 
of the general public, but there are few who would question the 
desirability of such services from the standpoint of the public welfare. 


* Rural electrics are prohibited by law from borrowing from REA to compete 
for customers already served, but the rural electric systems are nevertheless 
competitive factors in their respective areas. 
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The increased efficiency and productivity of American agriculture are 
closely related to the research and educational activities carried on by 
State and Federal agencies. We contend that the technical research 
and advisory activities of REA are equally justifiable from the standpoint 
of the public welfare. 


The “Free Market’ As a Source of Funds for Rural Electric Systems 


There remains the question as to whether now or in the near future 
the rural electric systems currently securing credit from REA can rely 
on the “free market” for funds to take care of expansion and replacement 
of existing facilities as they wear out or become obsolescent. Here it 
becomes necessary to inquire into the nature and problems of utility 
financing. 

There are at least three unique characteristics of utility financing: 


1. The amount of capital required is relatively much greater than 
in other industries, and is several times the annual gross revenue. 


2. An unusually high percentage of external utility capital is obtained 
from the sale of bonds. The Securities and Exchange Commission has 
been attempting to hold down the debt capital of many companies to 
50 per cent. 


3. The capital structure of electric utilities contains more than the 
usual amount of preferred stock. 


Capital costs are an important part of total utility costs. This means 
that utilities are burdened with a large percentage of debt and fixed 
dividend paying securities. 


The Financing of Private Electric Utilities 


The electric utility business began in the United States in the early 
1880’s. Promoters experienced considerable difficulty in persuading 
investors to buy their securities because it was a new and untried 
industry. Local electric utilities were forced to resort to debt financing 
to purchase new equipment. Some manufacturers of electrical equipment 
agreed to purchase bonds and notes of electric utilities, frequently with 
a provision that the funds be used to purchase new equipment from the 
purchasing manufacturing companies. As the industry expanded and 
profits increased, it became possible to sell some securities to the general 
public. 

The electric utility industry came of age during the prosperous 1920’s. 
Many states revised their laws to permit savings banks to buy utility 
securities. Investor confidence increased. The sale of utility securities 
rose from $0.5 billion in 1920 to $3 billion in 1927, and averaged more than 
$1.5 billion per year throughout the decade. With the exception of 1929 
when the sale of utility stocks reached a peak, most utility financing 
during the 1920’s was by means of long-term debt securities, such as bonds 
and notes. The period was highlighted by scandalous abuses of the 
holding company device in the financing of public utilities, and these 
abuses paved the way for corrective legislation during the following 
decade. 
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Financing of utilities through the sale of stock virtually disappeared 
during the Great Depression, but in the early part of the 1930’s many 
utilities began to sell their securities through private sale. A significant 
portion of these private sales were made to insurance companies. At the 
end of World War II it was estimated that insurance companies, banks, 
trusts, and foundations owned 85 to 90 per cent of all outstanding bonds 
of public utilities. 

In the growing years of corporations in an investor-owned industry, 
outside sources of funds must be available for financing. Once an industry 
approaches maturity, corporations can typically finance a large part of 
their capital needs from surplus reserves and retained profits. This type 
of internal financing has become the principal source of funds for all 
corporations in recent years. For example, the total capital requirements 
of all corporations in the nation between 1946 and 1953 amounted to $250 
billion. Of that amount, more than half came from internal sources— 
retained profits and depreciation reserves. Only 17 per cent came from 
the sale of new securities and less than 5 per cent came from commercial 
bank loans. 

Electric utilties have been no exception to this general trend. A 
recent Federal Reserve study of 35 large electric utilities (representing 
60 per cent of the industry) shows that they financed their spending for 
plant and equipment almost entirely from retained income and deprecia- 
tion reserves during the period 1939-46. Bank loans and the sale of 
securities accounted for no significant portion of the funds. In the 
postwar period the sale of capital stock and mortgages, bonds, notes, 
and debentures has become more important, accounting for about half 
of total funds in some years. 

Investor-owned electric utilities are in a highly favorable financial 
position. The rapid expansion in the use of electricity, past and 
prospective, assures a steady increase in the demand for their services 
so long as general economic conditions remain on a high level. From the 
viewpoint of borrowing, they have recovered from the scandals of the 
holding company period of the 1920’s. Their securities are eagerly 
sought by banks, insurance companies, trusts, foundations, and other 
investor groups. In addition, they can finance a large part of their plant 
and equipment costs from retained profits and depreciation reserves. 
Accelerated amortization subsidies since 1950 have had the effect of 
shifting a significant part of their income from a taxable to a non-taxable 
category, resulting in interest free loans totaling in excess of $840 million. 


The Kind of Financing Required by Rural Electric Systems 


The financial needs of REA borrowers are similar in some respects to 
those of privately-owned electric utilities. In both instances, they need 
relatively large sums of money for long periods of time. In both, capital 
costs are an important part of total costs. But the differences in the two 
types of institutions are striking. 

Rural electric cooperatives are owned by almost 4 million farmer- 
users. Each member has one vote whereas in private electric utilities 
voting is proportionate to the number of shares owned. This has meant 
that small management groups acquire and maintain control of electric 
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companies. Moreover, rural electric systems are much smaller than the 
typical private electric company. 

If REA cooperatives are to have a reasonable chance for success, their 
financing must meet at least these minimum requirements: 


1. Their loans must be for long periods of time, at present 35 years. 
The nature of all electric utilties is such that large investments must be 
made in expensive machinery, transmission lines, etc. This money cannot 
be recovered in a short period of time, barring such windfalls as the 
recent practice of granting investor-owned corporations accelerated 
amortization privileges. 


2. During the initial period of construction and operation, REA 
cooperatives need a “breathing period” before they begin to make interest 
payments and payments for the reduction of the principal of the loans. 


3. Appropriate provision must be made for the suspension of pay- 
ments of principal and interest in the event of unexpected catastrophies, 
such as large damage resulting from floods, tornadoes, sleet, etc. Private 
insurance company rates for this type of insurance would prove pro- 
hibitive to many REA co-ops. 


4. REA co-ops must have low interest rates, if they are to achieve 
their goal of bringing cheap electricity to the nation’s farmers. Capital 
costs (interest and principal) bulk larger in the utility field than in most 
types of enterprise. In 1952 interest alone absorbed more than 10 per cent 
of the total operating revenues of all REA co-ops in the nation. On 
June 30, 1953 REA borrowers had not yet entered the repayment period 
on half the total amount under loan contract. The REA Administrator, 
Mr. Ancher Nelsen, in his report for 1953, indicated that interest and 
principal on existing loans will be almost twice as great in 1958 as in 
1953. In a study instituted by Mr. Nelsen, it was estimated that REA 
power needs will nearly double by 1963 and triple by 1975. It is clear 
that this rapid expansion in services will require increased borrowing by 
REA co-ops. Although operating revenues of REA co-ops can be expected 
to increase, it is interesting to note that in 1958 interest and principal 
payments on loans currently outstanding will be equal to more than 
50 per cent of the total operating revenues of all REA co-ops in the fiscal 
year 1952. 


The size of REA co-ops wil! increase as the demands for their services 
rise. Nevertheless, they will remain in the class of “small” and “medium- 
size” enterprises and there is no reason to expect that they will in the 
next couple of decades move up into the corporate billion dollar club, 
which includes such privately owned utilities as Consolidated Edison and 
Pacific Gas and Electric. 

The most significant measure of the size of REA co-ops is the 
cumulative amount of their loans from the Federal government. The 
Rural Electrification Administration Annual Statistical Reports show 
che cumulative loans outstanding for each REA borrower at the end of the 
calendar year. The average cumulative loans for REA co-ops amount to 
about $2 million, but there is great dispersion about the average. Tables 
1 and 2, compiled from information in the 1951 Annual Statistical Report, 
show the dispersion. 
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Table 1 


Size Distribution of Cumulative Approved Loans to REA Borrowers 
Through December 31, 1951* 


Cumulative Loans 
(millions of dollars) Number of Borrowers 


125 
109 
160 
180 
124 
106 
73 
44 
34 
13 





8.0 and over 
*SOURCE: Compiled from U. S. Department of Agriculture, Rural Electrifi- 
cation Administration, 1951 Annual Statistical Report, pp. 1-118. 


Loans to federated generation and transmission borrowers are not 
included in this table but are shown separately in Table 2 of this report. 


Table 2 


Size Distribution of Cumulative Approved Loans to REA Power Type Borrowers 
Through December 31, 1951* 


Cumulative Loans 
(millions of dollars) 


Number of Borrowers 


Under 1.0 
1,0- 4.999 
5.0-. 9.999 
10.0-14.999 


8 
9 
10 
9 
15.0 and over 4 


} 
silinags tha tatialaeever atrial iit 
| 
| 
| 


Total 40 


*SOURCE: Compiled from data in U. S. Department of Agriculture, Rural 
Electrification Administration, 1951 Annual Statistical Report, pp. 119-122. 
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It will be noted that only about one system in five has loans out- 
standing of $3 million or more, and that more than half of all REA 
borrowers have cumulative loans outstanding of less than $2 million. The 
contention that enterprises of this size can compete in the “free, private 
market” for funds on equal terms with large privately owned electric 
utilities is as fantastic as the contention that the scrub-woman, dis- 
satisfied with the wage offered by AT&T has the choice of bargaining on 
equal terms with the top management of that firm for a higher wage and, 
if still dissatisfied, can set up her own telephone system in competition 
with AT&T. 


Interest Rates in the “Free Market” 


The pattern of interest rates on private loans is determined mainly 
by interest rates on United States Government securities. If the Federal 
government is currently paying an interest rate of 2 per cent on a ten- 
year bond, large private borrowers will generally be required to pay 
2 per cent, plus a premium for risk. In the case of large private firms 
with top credit rating (e.g, AT&T, General Motors, and large electric 
utilities) the risk is so small that the premium will be similarly small, 
usually less than 1 per cent per year. 

It is a well established fact that the interest rate on bank loans to 
business firms tends to vary inversely with the size of the loan, if credit 
rating, maturity, and other factors are similar. Thus, the larger the 
loan, the lower the rate of interest; conversely, the smaller the loan, the 
higher the interest rate. This fact explains a large part of government 
attempts to make bank credit available to small business firms of many 
kinds. Because large private utilities can borrow large sums, and since 
their credit rating is typically high, interest rates are usually low. On 
the other hand, since most REA co-ops are relatively small borrowers, 
the rates they would be required to pay in the “free market” are likely 
to be high. 

One cannot state with precision the rate co-ops would be required 
to pay, assuming they could borrow at all. In any attempt to make 
estimates, it should be remembered that interest rates throughout the 
economy are subject to considerable fluctuations in periods of prosperity, 
depression, war, and peace. 

The most recent issue of long term bonds of the Federal government 
(30 year maturity) carried an interest rate of 3% per cent per annum. 

In February, 1953, Consolidated Edison Company of New York sold 
$40 million of mortgage bonds (30 year maturity) at an interest rate of 
3% per cent. In April of that year, Detroit Edison Company sold 
$40 million of bonds due in 1988 (35 year maturity) at a rate of 3% per 
cent. In May, 1953, Pacific Gas and Electric sold $65 million of mortgage 
bonds due in 1984 (30 year maturity) at a rate of 4 per cent. A year 
later, the same firm offered an additional series of $65 million of bonds 
due in 1984 at a rate of 3% per cent. 

A firm needing a relatively small amount of money for a similar 
period might be expected to pay 5 or 6 per cent, provided its credit rating 
is high. If its credit rating is not high, it is unlikely to be able to borrow 
any funds through bond sales except by paying a prohibitive interest 
rate. 
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REA borrowers with a substantial equity in their systems selling 
bonds with a maturity of 35 years in the present “free market” would 
almost certainly be required to pay 5 to 6 per cent per annum, if they 
could borrow at all. 

What would such higher rates mean to the rural electric systems? 
There are over 1,000 REA borrowers which have loans from the Federal 
government amounting to about $2.4 billion at 2 per cent per year. When 
borrowers enter the stage of full repayment on these loans, the interest 
will amount to about $40.8 million annually. If REA borrowers should 
be required to pay 5 per cent interest per year, their interest costs on the 
existing volume of loans would amount to $102 million annually. If, as 
appears likely, total REA borrowings rose to $5 billion, their interest 
costs would amount to $250 million a year. 


The Nature of the “Free Market” for Co-op Funds 


Four types of institutions constitute the principal potential “free 
market” from which REA borrowers might be expected to secure credit: 
commercial banks; life insurance companies; savings banks; and invest- 
ment bankers. 


Commercial Banks As a Source of Credit 


There are 14,000 commercial banks in the United States. In the early 
development of the United States, commercial banks took their character 
from the British commercial banking system. Their function in the 
community was to gather together the temporarily idle funds of 
individuals and business firms and lend them to other individuals and 
business firms, mainly the latter. Their loans were typically limited to 
short periods of time—30, 60, and 90 days. The ideal type of loan was 
considered to be the “self-liquidating” type of transaction. For example, 
a department store might need extra funds with which ‘to purchase 
stocks of goods to be sold during the period preceding Christmas. It 
might need the funds in early October and plan to sell most of the goods 
before December 25. The sale of the merchandise would provide the 
department store with the funds to repay the principal and interest on 
the loan, in addition to the profit for the store. Such loans were called 
“self-liquidating” because in the process of buying and selling the goods, 
the firm would come into possession of funds with which to repay the 
loan. This type of loan was important throughout the nineteenth 
century and had the unanimous approval of banking experts. Until 
World War I short-term loans constituted the main type of business for 
commercial banks. 

As in every country, commercial banks bought large volumes of 
government securities during World War I. In the 1920’s. the volume of 
loans available to commercial banks declined. In a rising security market, 
large, successful industrial firms were able to finance their needs by 
selling securities—stocks, bonds, notes, debentures, etc. To offset the 
decline in their loan income, commercial banks expanded the scope of 
their activities and began to buy securities of industrial firms. 

After the collapse of the banking system in the Great Depression 
of the 1930’s, commercial banks became interested in various types of loans 
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guaranteed by the Federal government. The first major type consisted 
of FHA loans on houses. These have become of increasing importance for 
commercial banks. Since World War II large volumes of home mortgages 
guaranteed by the Veterans Administration have been purchased by 
commercial banks. During World War II the Federal government, 
operating through the various branches of the military establishment 
and the Federal Reserve Banks, guaranteed billions of dollars of loans 
made by commercial banks to firms engaged in war production. In 
addition, commercial banks bought many billions of dollars of United 
States government securities during and since World War II. Private 
loans not guaranteed by the Federal government have become relatively 
less important in the portfolios of commercial banks in recent decades. 
This trend can be expected to continue. Commercial banks make “term 
loans” to many business firms. These loans frequently mature in 1, 3, or 
5 years, and may have longer maturities in a few instances. 

Barring a radical change in commercial bank practice, it is incon- 
ceivable that they would be prepared to make loans with a maturity of 
35 years to the rural electric systems. There is no precedent for this to 
be found in the entire financial history of the nation. It would violate 
a century and a half of commercial bank theory and practice. It would 
violate the long-standing policies of all the bank regulatory agencies in 
the country—state banking commissions, the Federal Reserve System, 
the Comptroller of the Currency, and the Federal Deposit Insurance Cor- 
poration. It might be recalled in this connection that at the beginning of 
World War II the Federal government*decided not to permit commercial 
banks to buy U. S. government securities having a maturity of longer 
than 10 years. This policy remained in effect throughout the war. and, 
with minor exceptions, is still official government policy. The maturity 
of government securities eligible for purchase by commercial banks was 
limited to 10 years because it was considered undesirable that these 
institutions tie up their funds in long-term securities, even though they 
were obligations of the Federal government. 

It is safe to predict that no commercial banker in the country would 
be prepared to tie up the bank’s funds in loans to the rural electric 
systems for a period of 35 years—3% times the maturity for government 
securities which the banks are permitted to buy. 

Commercial banks are not a potential source of funds for the rural 
electric systems. 


Life Insurance Companies As a Source of Credit 


Since the end of World War II life insurance companies have added 
about $4 billion annually to their asset holdings. The annual addition 
to their assets has been almost twice as great as the total volume of 
loans made to all REA borrowers since the inauguration of the program. 
Life insurance funds, therefore, might be said to constitute an adequate, 
potential source of funds for REA borrowers. Furthermore, life insurance 
companies have had a long experience in the purchase of utility bonds. 
At the end of 1952, they owned $12 billion of public utility bonds, 
including those of electric utilities. Nor would the length of maturity 
be an inhibiting factor in life insurance company purchases of the bonds 
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of rural electric systems, because life insurance companies owned $9 
billion of FHA and VA guaranteed mortgages on houses, many of them 
running for long periods of time. In addition to the FHA and VA 
guaranteed mortgages, they owned $10.5 billion of other mortgages at 
the end of 1952. 

It is by no means a foregone conclusion, however, that life insurance 
company funds would be available to REA borrowers on acceptable terms. 
Common business sense must dictate that insurance companies could not 
afford to unduly irritate a $12 billion customer (the privately-owned 
utilities) in seeking the business of a $2 billion potential customer (REA 
borrowers). Moreover, the management of life insurance companies, like 
the management of private electric utilities, does not have a reputation 
of favoring the growth of REA cooperatives or power districts. It would 
come closer to the truth to point out that in general they regard the 
growth of cooperatives as a threat to the free, private enterprise system. 

The management of life insurance companies is under no obligation 
to make loans to the rural electric systems. They might, indeed, be 
prepared to pass up the opportunity for somewhat higher returns on 
their investment in REA systems rather than sponsor a type of enterprise 
which they regard as “creeping socialism.” 

On the other hand, if the Federal government stopped making loans 
to REA borrowers, the management of life insurance companies might 
be less antagonistic and might be prepared to consider investing part 
of their funds in this type of bond. Even under these favorable circum- 
stances, fundamental rules of prudent investment might require them to 
be selective in their lending. Larger, well-established rural electric 
systems might qualify, but the smaller ones might have to be turned 
down as too risky. 

Under the most favorable conditions imaginable it is well to consider 
the terms on which life insurance company funds might be available to 
the rural electric systems. From the viewpoint of an insurance company 
investment, a 35 year loan to one of our systems (or the purchase of 
bonds issued with a maturity of 35 years) would certainly be less desirable 
than a VA or FHA mortgage guaranteed by the Federal government. 
It should be borne in’ mind that life insurance companies receive some- 
thing above 4 per cent on these kinds of mortgages, more than twice the 
2 per cent interest rate prevailing on REA loans. Lacking a Federal 
government guarantee, a life insurance company would certainly want a 
risk premium of 1 per cent or more above the rate on FHA and VA 
mortgages. The effect would be to double or triple the interest cost 
to REA cooperatives. 

Nor is this all. The principles of prudent investment would limit 
the amount an insurance company could lend to an individual borrower 
to a portion of the borrower's assets. It could not afford to lend more 
than one half or two thirds of the value of the borrower’s assets, and 
would reasonably want a mortgage on all the assets. At present, REA 
lends 100 per cent of the cost of facilities and provides a breathing space 
during the initial period of operations. Thus, the principles of prudent 
investment preclude the possibility of life insurance companies becoming 
a satisfactory source of funds for REA borrowers, particularly the 
cooperatives. 
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Savings Banks As a Source of Credit 


It is not necessary to examine in detail the possibility of financing 
the rural electric systems through savings banks. Broadly speaking, the 
difficulties inherent in life insurance company financing applies to savings 
banks. It is possible that many state laws would need revision, if savings 
banks were to be permitted to make loans to cooperatives or to purchase 
bonds issued by cooperatives. The permissible investments for savings 
banks are carefully circumscribed by state laws. 


Investment Bankers As a Source of Credit 


The function of investment bankers is to bring together borrowers 
and lenders of long-term funds. Investment bankers do not provide 
funds to business borrowers directly. They are merchandisers of 
securities. They derive their income by purchasing securities at one 
price and selling them at a higher price. 

Many rural electric systems are large enough to justify the services 
of an investment banker in acquiring long-term funds, although it is to 
be noted that the expense of issuing a small bond issue of $500,000 or 
$1 million is proportionately higher than the cost of issuing a $100 million 
bond flotation. 

Investment bankers fall into the general category of business groups 
who do not regard the growth of REA cooperatives with enthusiasm 
(983 of REA’s borrowers are cooperatives). Nevertheless, they might 
be willing to sell securities for them under some circumstances. It 
should be noted that none of the rural electric systems would be large 
enough to justify having its bonds listed on one of the nation’s large 
stock exchanges. Their bonds would be sold in the “over-the-counter” 
market. The total market would be limited. For example, the market 
for the bonds of a cooperative operating in southern Missouri would 
hardly have a nation-wide market. This would tend to add to the cost of 
the financing. 

If investment bankers were to undertake the sale of REA cooperative 
bonds, they would be required to sell them to local individuals, perhaps 
life insurance companies, commercial banks, and savings banks. As 
indicated earlier, there are limits on the ratio of bonds to total assets 
of cooperatives beyond which prudent investors cannot go. 

The ultimate results of forcing REA borrowers into the “free market” 
for funds is to raise the cost of electricity to farmers, or perhaps deny 
it altogether in some cases. Forcing REA borrowers into the “free 
market” would be action designed to benefit lender groups at the expense 
of farmers and consumers. The effects of any such scheme would be to 
destroy the cooperatives and force their sale at bargain rates to privately 
owned utility monopolies. The effect would not be to improve the free 
enterprise system but to improve monopoly profits. 

The attitude of the 4 million farmer-owner-users of REA services 
can be summed up, perhaps, by retelling a story related by a coal miner 
in connection with proposed legislation affecting him. The miner 
appeared before a legislative committee. He addressed the chairman 
somewhat as follows: Mr. Chairman, I have no prepared speech but I 
can illustrate my attitude toward the proposed legislation with this story. 
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A man went fishing and toward noon was happy to catch a’fish. He 
decided to eat it for lunch. He took his knife and held it over the fish. 
The fish was still alive and slipped out of his hand. The man picked up 
the fish, held his knife over it again, and said, pleasantly, “Now, hold 
still, Mr. Fish. This isn’t going to hurt you. All I want to do is to gut 
you.” 

Any proposal to put an end to government financing of REA’s opera- 
tions, under the pretense that the borrowers will be able to borrow 
adequate funds on reasonable terms in the free, private, competitive 
market is nothing less than a thinly disguised scheme to gut the rural 
electrification program. There is no existing or potential free, private 
capital market to provide funds to most REA borrowers on reasonable 
terms. If REA loans are restricted or cut off, the first effect will be to 
greatly increase the cost of electricity to the nation’s farmers. These 
increased costs, in turn, will result in bankruptcy for most or all of the 
983 REA cooperative borrowers. If any bill ostensibly embodying the 
proposal to force REA cooperatives into the “free”, private capital market 
is ever introduced into Congress, the appropriate short title should be 
“OPERATION BANKRUPTCY.” 

There remain three possible alternative methods by which the Federal 
government might arrange for financing rural electric systems. One such 
method would be to offer the rural electric systems an arrangement similar 
to that. established for the St. Lawrence Seaway development, that of 
turning revenue bonds over to the U. S. Treasury and receiving money at 
a rate of interest fixed by the Treasury on the basis of the cost of money 
to the government on marketable securities of comparable maturity. This 
arrangment would not only greatly increase the rate of interest currently 
paid by the rural electric systems, but it would also deprive them of the 
vital promotional and technical services available from the Rural Electrifi- 
cation Administration. Both changes would not only work a hardship on 
rural people, but would undoubtedly jeopardize the government’s existing 
investment in the systems. 

A second alternative would be for the Federal government to guar- 
antee private loans to the rural systems in a manner similar to that 
involved in the activities of the Federal Housing Administration. Under 
such a system the risk of the investment in the systems would be borne 
entirely by the government, interest rates would doubtless be more than 
doubled, and the systems would be deprived of the promotional and 
technical services available from REA. The present rate on FHA guar- 
anteed mortgages is 4.5 per cent plus .5 per cent insurance against losses. 
Assuming that no higher rate would be charged the rural systems, this 
would increase the present interest rate 242 times, an intolerable burden. 

The third and last alternative which has been suggested for financing 
the rural systems is the conversion of REA into a Federal Land Bank-type 
agency. The arguments advanced for such a conversion are that REA 
would be freed from the problem of securing loan fund authorizations each 
year from the Congress. This would be a most dubious gain measured 
against other consequences. The Federal Land Banks, lending on the most 
secure of all property, land, and lending a maximum of 65 per cent on the 
long term value of such land, is compelled to charge 4.5 to 5 per cent on 
its loans. The Rural electric systems cannot be maintained under any 
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system which would limit them to loans on 65 per cent of their long term 
value; they cannot afford to pay 4.5 to 5 per cent interest on their obliga- 
tions; and they cannot afford the loss of REA promotional and technical 
services which, presumably, would be abolished under a Federal Land 
Bank-type agency. 

The most striking results of any of these proposed changes would be 
to more than double the interest rates charged on loans to the rural sys- 
tems. Such an increase is highly undesirable, unwarranted by the cost 
of money to the government, would deprive rural people of the benefits 
of low cost power and would, beyond any doubt, jeopardize the security 
of loans already outstanding to the systems. 

We are emphatically opposed to the adoption of any of these alterna- 
tives. 


The Issue of REA Interest Rates to Borrowers 


There remains the important question of the rate of interest charged 
borrowers by REA. Prior to September 21, 1944, the REA interest rate 
to borrowers was fixed as “a rate equal to the average rate of interest 
payable by the U. S. Treasury on its obligations having a maturity of 10 
or more years issued during the last preceding fiscal year in which any 
such obligations were issued.” From 1937 through the first two-thirds of 
1944, the interest rate of borrowers had fluctuated between 2.88 per cent 
and 2.49 per cent. In 1944, the Pace Act amended the original REA Act and 
fixed the interest rate to be charged to borrowers at 2 per cent. This is still 
the interest rate on REA loans to borrowers and virtually 100 per cent of 
all outstanding REA loans bear this rate of interest. (See Exhibit 6.*) 

Assuming that the Task Force or the Commission recommends the 
continuation of REA as a Federal lending agency, there is the possibility 
that the Commission might consider the rate of interest charged by REA 
as within its jurisdiction. 

The interest rate REA charges electric borrowers is fixed by the Con- 
gress, and the Congress has the power to fix that rate of interest on future 
loans at the same or different rates. If the Task Force inquires into inter- 
est rates, the proper question before it is whether the present 2 per cent 
interest rate should be raised or lowered or left aione. 

Since many farmers, Congressmen, and other citizens have a normal 
American bias against subsidy where it can be avoided without adversely 
affecting the national welfare, the thinking of most people would be 
directed to the question: At what rate of interest should REA lend funds 
to the rural electric systems without involving a subsidy unless such 
subsidy is justifiable from the standpoint of the public welfare? 

We think consideration of this question does and inevitably will involve 
the social prejudices of the person or group considering the matter. As- 
suming it is desirable that the REA interest rate cover all money costs to 








. EXHIBIT 6 


RESOLUTION 
NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 


Be Ir Reso_vep that we are unalterably opposed to any increase of interest 
rates on electric and telephone loan funds. 


Ps 
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the government, the Commission could recommend that the Congress re- 
quire REA to fix its rates on the basis of one of a whole series of alterna- 
tives. Some of these alternatives are: 


1. REA could be required to charge electric borrowers a rate of interest 
equal to the lowest prevailing rate paid by the Treasury on any type of 
marketable Federal security in the preceding fiscal year. For the past year 
this rate would have been 1.754 per cent, the rate paid on Treasury notes. 


2. REA could be required to charge electric borrowers a rate of interest 
equal to the computed average rate prevailing in the preceding fiscal year 
on all Federal marketable securities. This is the rate which economists 
refer to as “the cost of money to the government.” It is a weighted aver- 
age of the interest rates being paid by the government on all types of 
marketable Federal securities. For the past year this rate would have 
been 2.207 per cent. 


3. REA could be required to charge electric borrowers a rate of inter- 
est equal to the computed average rate being paid by the Treasury on 
“long term” Federal securities. The “long term” would have to be defined 
arbitrarily, being made up possibly of securities due in from 5 to 30 years. 
The higher the minimum term included in the definition, the higher the 
interest rate would be. The latest 30 year bonds issued by the Treasury 
were tagged with a 3.25 per cent interest rate. The latest five year bonds 
bear a 1% per cent interest rate. 

There are an almost infinite number of other bases on which the 
interest rate could be established, but the foregoing three and the fourth 
which follows would probably embrace most suggestions. 


4. REA should be required to charge electric borrowers a rate of in- 
terest of 2 per cent per year on the grounds that this probably closely 
approximates the “cost of money to the government” averaged out over 
10 year,periods. This is the present law, and this law was apparently 
enacted with such a viewpoint in mind. 


In making a decision on the rate REA should charge, any person or 
group will approach the matter with certain economic sociological and 
political preconceptions more or less clearly in mind. 

The first alternative above (lending funds to the rural systems at the 
lowest rate paid by the Treasury on any particular type of security) would 
appeal to any person who, although opposed to subsidy, nevertheless de- 
sires that electricity at the lowest possible cost be brought to rural people, 
and to the agricultural industry. Since it is apparent to any informed 
observer that the government will always have outstanding a considerable 
number of billions of dollars of short term securities, there is no conclusive 
argument which can be advanced which will prove that REA interest rates 
should not be fixed at this low level. Those who argue to the contrary 
will do so simply because they give emphasis or priority to some consider- 
ation other than the desirability of giving rural people power at the lowest 
possible cost short of an interest subsidy. If the interest rate on short 
term Federal securities over a period of years is, let us say 1 per cent, and 
if the general tendency is for government to keep several billions of this 
type security outstanding, then there is no subsidy involved if that rate is 
applied to REA loans. 


64865 O— 55 20 
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On the other hand, the second alternative preceding (an REA interest 
rate equal to the average rate by the Treasury on all marketable Federal 
securities) will appeal to many people on the grounds that they think REA 
rates should be at least as high as they are presently, and not as low as a 
rate based on short-term securities would be. In other words, if an individ- 
ual contends that the REA rate should be equal to the average rate of 
interest on all Federal securities outstanding, he is simply contending that 
he believes that the rate charged REA borrowers should be somewhere 
around the present rate or possibly higher. There is a certain mental 
convenience in looking at one computed “average cost of money to the 
government” as being the prevailing “just” rate. In addition, setting REA 
rates on this basis would give the borrowers the benefits of low cost money 
at times and bring their rates into line with higher costs at other times. 
This approach would certainly appeal to those people who (1) believe that 
REA interest rates should be higher and who, at the same time, believe 
that (2) Federal debt should be largely converted into long-term debt at 
higher rates of interest. In this statement there is no justification for an- 
alyzing the various forces at work on the thinking of people with this 
viewpoint. The yearning to fund the Federal debt in long-term securities 
is a mixture of nostalgia for the dead past, an affection for the mythology 
of government finance which was produced in that dead past, and the 
respectable desire of investor groups for higher rates of interest, ie. for 
more long-term Federal financing. 

Alternative number three (charging REA borrowers the average rate 
being paid by the Treasury on long-term securities) will appeal only to 
those who have not had the time or opportunity to study the matter and 
to those who simply desire to increase REA rates for whatever reason. 
Sincere people not intimate with Federal finance can be convinced that 
since REA borrowers are getting 35 year loans, and since such borrowers 
do not desire subsidy the only “just”, ie. non-subsidized interest rate is 
the long-term Federal rate. The principal fallacy in such arguments is that 
for many years a great portion of the Federal debt has been in the form 
of short-term debt, and the prospect for the future is that any effort to 
convert all Federal securities into long-term securities would be disastrous 
to the economic welfare of the nation. As long as many tens of billions 
of dollars of the Federal debt remain in short-term securities, and as long 
as the prospect for the future seems to promise a continuation of this 
situation, there is no basis for contending that REA rates must either be 
subsidized or placed at the higher “long term” rate. Since the motives 
of many advocates of higher interest rates to REA borrowers are subtle 
and diverse, we cannot make comment here except to say that the Task 
Force and the Commission and the Congress should be aware that such 
motives will frequently not bear close examination or the light of day. 


The Position of the Rural Electrics on the REA Interest Rate 


The position of the rural electric systems of this country who borrow 
funds from REA is one of adamant opposition to any increase in the rate 
of interest charged by REA. We do not believe that any increase in the 
interest rate is justified by the facts of the money market, by the desire 
of citizens for maximum efficiency and economy in government, or on the 
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basis of objective consideration of the national welfare and the rights 
of rural people to share in the fruits of twentieth century technology. 
(See Exhibit 6, page 20) 

There are still almost 500,000 rural families who do not have access 
to modern electric service. We are not certain of the proportions of these 
families which would fall into various classifications of reasons why such 
service is not available. We know that many of these families live in 
thinly settled areas, or mountainous or swampy areas where the building 
of lines is expensive and economic feasibility is difficult to establish. We 
know that many other such families live in low income areas where the 
potential use of power per family poses problems of feasibility. It is our 
considered opinion that most of these families have not been served be- 
cause of feasibility problems. If the intent of the Congress is to be carried 
out, they must be reached with modern electric service and any increase 
in the interest rate would make an already difficult problem virtually 
impossible of solution. Therefore, we think one of the strongest arguments 
against any increase in the interest rate is the necessity for offering service 
to these families. 

Electricity is too vital to the health, happiness and productivity of 
rural people to be withheld from any of them if there is any feasible 
manner in which they can be served. 

We do not believe that the Task Force or Commission will seriously 
consider any contention that the 2 per cent rate to REA borrowers dis- 
criminates against the so-called investor-owned companies who contend 
that they must earn 6 per cent to stay in business. Without regard to 
the merit of their general argument that there is something sacred about 
the nature of a 6 per cent return, it should be made clear to the Task Force 
and Commission that the commercial, profit utilities could have, and may 
at this time, borrow REA funds for the purpose of bringing service to rural 
people. To the extent that such companies are as free to borrow from 
REA as are the present borrowers, there is no discrimination against them 
within the commonly established moral or legal meaning of the term. 

The facts of the money market do not justify any increase in REA’s 
interest rate to borrowers, nor is any increase warranted on the basis of 
efficient and economical operation of the government. We would like to 
offer the follewing support of these contentions, the basic issue being 
whether or not the Federal government is subsidizing the interest rate of 
the REA borrowers: 

Exhibit 7 is a brief statement of the basis for the establishment of 
REA’s rates since the inception of the program. It also shows the actual 
rate charged each year. (See p. 29) 

Exhibit 8 indicates the rates of interest paid by the U. S. Treasury 
over the years on various classifications of securities. (See p. 30.) An 
examination of this data will reveal that the present 2 per cent rate on 
REA funds is entirely justified on the basis of the cost of money to the 
government provided the examiner does not approach the task in the belief 
that REA interest rates should be increased and that therefore the long 
term Federal rate should apply. 

Exhibit 9 shows the distribution of the Federal debt among the various 
types of securities outstanding over the years. (See p. 31.) This table is 
sufficient justification for our viewpoint that there have been, are and 
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will be for an indefinite period of the future large amounts of Federal 
funds raised by the issuance of short-term securities which are constantly 
re-issued as they mature. In other words, the Federal government has, 
does, and will in the future have many billions of funds for use which the 
Treasury secures at a rate of interest below the 2 per cent REA rate. 

Exhibit 10 is a graphic illustration of the relation of the interest rates 
charged by REA with the cost of money to the Treasury and the lowest 
rate of interest prevailing on any type of Federal Security. 


Summary 


The Rural Electrification Administration was established by Executive 
Order in 1935 and by Act of Congress in 1936 for the purpose of bringing 
modern electric service to that 89 per cent of rural people who had been 
denied service. REA offered to lend its funds to the profit utilities first 
and when most of them continued to reject the idea of rural electrification 
even with Federal funds and technical assistance, REA turned to farmers’ 
cooperatives as the only instrumentality which would carry out the will 
of the Congress, aside from the efforts of public power districts and 
municipalities. 

REA’s record of achievement is very great, and with the assistance of 
that agency the farmers have served themselves with electric power. 
Having been forced into the electric industry by the failure of private 
enterprise to carry out what would normally have been its function, the 
farmers of the country are insistent that they be permitted to continue 
this service to themselves. This cannot be done without an REA ade- 
quately supplied with administrative funds and loan fund authorizations. 
The rural electric systems will meet the same fate met by the old mutual 
telephone systems if adequate credit and technical aids are cut off. 

There is no alternative to REA which will meet the needs of the rural 
electric systems. The private money market is simply not designed to meet 
the needs of these small! utility systems, particularly the cooperatives of 
which there are 983. As a consequence, any curtailment or abolition of 
REA as the banker and technical advisor of the rural electric systems 
should be recognized for what it would be, “operation bankruptcy” for 
most of these systems. 

There is no justification under the law establishing the Commission 
on Organization for any recommendations altering the nature and func- 
tions of REA. REA in its functions as banker and technical advisor does 
not compete with private enterprise for private enterprise, the private 
money market, is simply not geared to the needs of the small electric 
systems, particularly cooperatives. 

The operations of REA do not jeopardize the economical operation of 
the Government because the Treasury has and from all evidence will 
continue to have the use of vast amounts of money which it secures at an 
interest rate safely below that which REA charges its borrowers. The 
rural electric systems are not subsidized by the Federal government except 
insofar as one would contend that the administrative funds of REA consti- 
tute a subsidy. Since REA administrative funds are very small amounts 
as compared to the total Federal budget, and as compared to the expendi- 
tures for services to other forms of activity which are not labeled “sub- 
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sidy”, there would be no justification for so describing REA administrative 
funds. 

The rural electric systems are adamantly opposed to any change 
whatever in the nature or functions of REA except for the abolition of 
the state allocation formula on loan funds. 

We are hopeful that the Task Force and the Commission will commend 
REA to the Congress for very great achievements and recommend that 
it be continued on a vigorous and adequately financed basis. 
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EXHIBIT 2 


Estimated Input of Kilowatt Hours of Energy of REA Borrowers 
By Calendar Year, 1943-1963 ! 


Input in Percentage Increase 
KWH over 
Year (billions) Preceding Year 


1936 NA? he 
1937 NA a 
1938 NA cs 
1939 NA 

1940 . NA 

1941 NA 

1942 NA 

1943 1.920 

1944 2.188 

1945 2.417 

1946 2.817 

1947 3.812 

1948 5.232 

1949 6.782 

1950 8.308 

1951 10.241 

1952 11.990 

1953 14.140# 

1954 15.480 

1955 16.810 9.6 
1956 18.150 8.0 
1957 19.480 7.3 
1958 20.820 6.9 
1959 22.160 6.4 
1960 23.490 6.0 
1961 24.830 5.7 
1962 26.170 5.4 
1963 27.500 5.0 


1 Actual input through 1952; estimated for 1953-63. “Input” excludes power 
produced for resale to non-REA borrowers. Source: REA 

2 Data for years 1936-1942 not available on comparable basis. Gross input 
for earlier years destroys comparability because data on energy generated for 
resale to non-REA borrowers is not available. 

8In the five (5) year period 1949-53, inclusive, energy input more than 
doubled (1953 was 108 per cent of 1949). 

4+Energy input after 1952 are estimates. 
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Mr. Cocuran. I would like to read the summary of this statement— 
I might say, Mr. Chairman, that both Houses this year did amend 
the act altering that State allocation formula so that the Congress 
has already taken care of the one change in the law which we favor. 

From this summary it is apparent that the Rural Electrification 
Administration was established by Executive order in 1935 and by 
act of Congress in 1936 for the purpose of bringing modern electric 
service to that 89 percent of rural people who had been denied service. 

REA offered to lend its funds to the profit utilities first and when 
most of them continued to reject the idea of rural electrification even 
with Federal funds and technical assistance, REA turned to farmers’ 
cooperatives as the only instrumentality which would carry out the 
will of the Congress, aside from the efforts of public-power districts 
and municipalities. 

REA’s record of achievement is very great, and with thé assistance 
of that agency the farmers have served themselves with electric power. 

Having been forced into the electric industry by the failure of 
private enterprise to carry out what would normally have been its 
function, the farmers of the country are insistent that they be per- 
mitted to continue this service to themselves, 

This cannot be done without an REA adequately supplied with 
administrative funds and loan fund authorizations. The rural elec- 
tric systems will meet the same fate met by the old mutual telephone 
systems if adequate credit and technical aids are cut off. 

There is no alternative to REA which will meet the needs of the 
rural electric systems. The private money market is simply not 
designed to meet the needs of these small utility systems, particu- 
larly the cooperatives of which there are 983. 

As a consequence, any curtailment or abolition of REA as the 
banker and technical advisers of the rural electric systems should be 
recognized for what it would be, “operation bankruptcy” for most 
of these systems. 

There is no justification under the law establishing the Commis- 
sion on Reorganization for any recommendations altering the nature 
and functions of REA. REA in its functions as banker and technical 
adviser does not compete with private enterprise for private enter- 
prise, the private money market, is simply not geared to the needs 
of the small electric systems, particularly cooperatives. 

The operations of REA do not jeopardize the economical opera- 
tion of the Government because the Treasury has and from all evidence 
will continue to have the use of vast amounts of money which it 
secures at an interest rate safely below that which REA charges its 
borrowers. 

The rural electric systems are not subsidized by the Federal Govern- 
ment except insofar as one would contend that the administrative 
funds of REA constitute a subsidy. Since REA administrative funds 
are very small amounts as compared to the total Federal budget, and 
as compared to the expenditures for services to other forms of activity 
which are not labeled “subsidy,”’ there would be no justification for 
so describing REA administrative funds. 

The rural electric systems are adamantly opposed to any change 
whatever in the nature or functions of REA except for the abolition 
of the State allocation formula on loan funds. 
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We were hopeful that the task force and the Commission would com- 
mend REA to the Congress for very great achievements and recom- 
i that it be continued on a vigorous and adequately financed 

asis. 

From this summary it is apparent that we were fearful that the task 
force and later the Commission might make recommendations adverse 
to the welfare of rural people, adverse indeed to the interests of all 
Americans, for we are all strong and prosperous together. 

We pointed to REA’s really great achievements; we attempted to 
show how important REA was in those achievements; we thought 
we had dealt honestly and persuasively with any alternate plans 
for meeting the power needs of rural people; we made it clear that 
REA does not compete with private enterprise because no comparable 
lending institutions are available to us; we defended the program 
against the charge of a subsidized interest rate, and you will find that 
there are elaborate tables and charts in the formal study which you 
have made a part of the record substantiating figures taken from 
Treasury documents. 

Finally, we urged the task force and the Commission to recommend 
the continuation of a vigorous and adequately financed rural electri- 
fication program. 

We were aware of the composition of the task force, Mr. Chairman. 
We knew that the staff director, his assistant, and the task-force 
chairman were all employees of a big accounting firm which was 
deeply involved in the affairs of the big power companies. 

e knew that the task force had been named by a man who has 


never manifested any See for our program. We were well 


aware that no representatives of cooperatives, farmer organizations, 
or labor unions were on the task force because the task force had been 
recruited primarily from the ranks of executives of banking and in- 
surance companies. 

In exhibit B we have appended a little more elaborate statement of 
the utility and corporate connections of the members of that task 
force for the committee’s benefit. 

It was the composition of the task force and its refusal to hold public 
hearings that made us fearful that we were up against a packed jury, 
and our worst fears were to prove optimistic. 

In February this year, the task force submitted its report on lending 
agencies to the Hoover Commission. This report is a study in preju- 
dice, but hardly a study of ways and means of increasing the efficiency 
of government or of abolishing nonessential governmental functions. 

he misstatements are too numerous to list here, but permit me 
to note a few. On page 64 of the task-force report is the following 
statements: 

The financial plans developed for the cooperatives assumed that the physical 
plant once financed would require little if any further change and that earnings 


would be used to meet debt service charges. 
These plans have been found to be inadequate * * *. 


The basis for this false charge is not indicated, but we would like 
to challenge Price, Waterhouse & Co. to produce any evidence that 
any responsible person ever thought that rural areas could be electri- 
fied once and for all by one loan to a rural electric system. 

This statement by the task force is one example of their attempt 
to undermine public confidence in the program by innuendo. 
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Later on the same page the report notes: 


The financial planning of the cooperatives was deficient also because it did not 
take into consideration the continuously increasing capital requirements of an 
expanding electric system. 


As proof of deficient planning, the task force says: 


No provision has been made for compulsory building of equity capital through 
retention of earnings or otherwise, which leads to the presumption that REA has 
undertaken the responsibility of meeting all future capital requirements by 
additional loans. 

This is a ridiculous charge, supported by ridiculous assumptions. 

No cooperative has, no cooperative could undertake to plan to pay 
off its entire debt and at the same time accumulate sufficient capital 
to meet its needs for expansion. 

Any such attempt would bankrupt a system, a result which the 
task force—made up of utility accountants, utility directors, corpora- 
tion directors, and insurance and banking executives—could not 
possibly have denied. 

No utility system in America attempts to pay off its debts and 
provide for future expansion through retained funds—and any attempt 
by the cooperatives, small and operating in marginal areas, to do 
this would have meant their destruction. 

The latter part of the statement quoted that— 


no provision has been made for compulsory building of equity capital— 


is a flat misstatement of fact. 

Each borrower is compelled to repay each loan in 35 years out of 
rates charged consumers. At the end of 35 years engineers estimate 
that something like 70 percent of the original value of the system 
built by each loan will be owned by the members of the cooperative. 
That is, Mr. Chairman, it will be 70 percent of operating efficiency 
when the loan is paid off. 

This charge by the task force cannot be supported and since the 
charge could not be based on ignorance, it must have been intended 
to be misleading to the Congress and the public. 

The task force makes four recommendations which we would like 
to treat one at a time. 

Recommendation No. 1 would submerge REA in the Farm Credit 
Administration, a proposal our systems have long opposed because 
we do not want REA to lose its identity and because we believe the 
credit problems of rural electric systems are so utterly different from 
other types of agricultural credit that the combination could only be 
harmful. 

Recommendation No. 2 would compel the members of our systems 
to pay interest rates ranging between 4.8 and 6.1 percent, plus a 
service charge on each loan, contrasted to the present 2 percent. 

The effect of the recommendation, if it were translated into law, 
would be to bankrupt a majority, if not all, of our systems. We 
operate in thinly settled, marginal rural reas, areas which the power 
companies have said many times could never be served with electricity 
on a financially feasible basis. As late as 2 years ago the president of 
Ohio-Edison, and at that time president of the Edison Electric Insti- 
tute, which is one of the big fronts of the power companies, whose 
company operates in a very rich agricultural area, stated publicly 
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that his company lost money on every mile of rural line and that his 
rural lines had to be subsidized by charges on urban consumers. 

We believe he was right, and, if so, then the task-force recommenda- 
tions on REA interest rates is a recommendation that our rural electric 
systems be forced into bankruptcy. This statement is more meaning- 
ful when considered in conjunction with the task force’s recommenda- 
tion No. 4. 

Recommendation No. 3 was that REA loan agreements provide for 
the systematic accumulation of equity capital in the borrower 
cooperatives. 

his is already done through the compulsory retirement of all loans 
over a 35-year period, but the task force, interested in propaganda and 
not facts, saw fit to disregard present arrangements. 

I am sure the members of the committee are familiar with this, but 
to reiterate an earlier point, Mr. Chairman, private utilities do not 
retire debt, and the fact that the rural electric cooperatives are com- 
pelled to under the law, works a serious hardship when you compare 
them with a private utility operation. 

Recommendation No. 4 should actually have been a part of recom- 
mendation No. 2. In No. 4 the task force lets its bias out of the bag 
by insisting that the rural electric systems be forced into the open 
market for funds—a recommendation which would deliver the coop- 
eratives into the hands of the banks and insurance companies if it did 
not force them into bankruptcy first. 

The only possible motives the task force could have had in making 
this recommendation would be to either destroy competition in the 


rural electric field bY destroying the cooperatives, or to deliver up the 
a 


rural market as a place where higher interest returns could be earned 
by investor groups like insurance companies. 

In effect, the task force has said that there is something immoral 
about the rural electric systems being allowed to utilize the borrowing 
capacity of their own Government, but something highly moral, just, 
and desirable in delivering them into the hands of the private money 
lenders who could not possibly lend them money at anything like the 
rate the Government charges. 

The balance of the task force report is an attack upon the National 
Rural Electric Cooperative Association and the generation and trans- 
mission program of the cooperatives. 

The statements made about NRECA are power company propa- 
ganda bolstered by quotations taken from the testimony of REA 
officials but removed from context to mislead the reader. 

The power company slant becomes obvious when the task force 
attacks the right of the farmers’ electric systems to generate and 
transmit their own power as being— 
inconsistent with the basic purposes of the REA prozram, and * * * inconsistent 
with sound public policy. 

The REA Act clearly stipulates that the Administrator of REA has 
the right to lend money for the construction of generation and trans- 
mission facilities. Just what “inconsistency” his exercise of this right 
reveals we do not see, except by inference. What is ‘sound public 
policy” is a matter of opinion, and it is obvious that only those policies 
which serve the interests of the great power companies appealed to 
the task force. 
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Those long associated with the program know that had it not been 
for the right and opportunity of the rural systems to borrow for gen- 
eration and transmission facilities, there would have been no rural 
electric program, except in areas served by Federal power projects or 
where they could tie onto a municipally owned plant. 

We also know that if we ever lose this right, the program will be 
destroyed. We also believe that the task force knew this. If not, the 
task foree knew so little that any of its comments on the program 
should be adjudged incompetent and not worthy of further con- 
sideration. 

Mr. Chairman, the task force report is propaganda for the great 
private power companies and their ladintibicd Dental tn veakor owners 
who seek to dominate the electric industry without competition. 

The Hoover Commission task force reports seem to be the sounding 
board for propaganda for the interests who would foist upon the 
people a primitive concept of the functions of government. 

hey are almost unadulterated propaganda. The Hoover Com- 
mission reports proper are less radical documents. Certainly these 
generalizations apply to the lending agencies and the water resources 
and power reports. 

We have never attempted to launch a national program to generate 
and transmit our own power. We have only done this under two 
circumstances, where the power companies didn’t have power to sell 
or where they attempted to charge such exorbitant rates that we could 
save money by generating our own power. 

I believe we generate only 14 percent of the power we sell our 
members each year. 

In ‘the Hoover Commission report on lending agencies, REA is 
again attacked and its abolition recommended. 

Before the recommendations, the report repeats the “subsidy” 
charges of the task force. It is sacred Ubi the 2 percent interest 
rate is subsidized because it is below the long-term interest rates 
paid on Federal securities. 

Economists refer to the average interest rate paid on ‘‘marketable 
securities” as the “cost of money to the Government.” It is a matter 
of common knowledge that the Federal Government can raise vir- 
tually all the funds it might ever require at or below this average 
rate of interest. 

Interest rates above 2 percent are paid on specified types of securi- 
ties for a variety of reasons, none of which should affect the rate of 
interest charged the rural electric systems. 

Since 1936 the interest rate charged REA borrowers has been 
above the average rate paid by the Treasury on marketable securities 
in 11 years; the same in 3 years and below the Treasury rate in 5 
years—but in 4 of the 5 years when the REA rate was below the 
Treasury rate the Treasury rate was higher by a tiny fraction of 
1 percent. 

In 1 year it was one one-thousandth of 1 percent above 2 percent. 
There are tables attached here, Mr. Chairman, for you and members 
of the committee if you wish to check these statements. Data in 
those tables are taken either from the Treasury bulletins or from 
REA’s official release and can be readily checked for its accuracy, as 
of May 1955. \ 

I would like to point out an aside here, Mr. Chairman, that without 
prejudice to the British whom I look upon as a great people having 








COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 313 


a great government; but just to show how widespread the use of 
public funds are for various purposes, please recall that in 1946 we 
lent Britain $3,750 million for 50 years at 2 percent, with a 5-year 
deferral period before any repayments began. 

Now, this is one and a half times, better than one and a half times 
all REA loans outstanding. They gave the British 50 years to pay 
off their loan and only gave us 35. They gave them the same 2 per- 
cent interest rate and they gave them the same 5-year deferment 
period which the cooperatives enjoy. 

I bring this up, again, not as evidence of any bias on our part against 
the British or against the President for working up this loan or the 
Congress for approving it. We think it was a good idea. But the 
more you look into this matter of who gets what from the Federal 
Government, the more it becomes evident that the Congress sits as 
a kind of a board of directors attempting to govern a very complex 
economy and that all of the things it does could never possibly please 
everybody. 

I would like to point out one other thing, and I am very sorry 
Mr. Brown is not here to hear it. 

On August 3, 1953, on page 10978 of the Congressional Record, 
Senator Douglas of Illinois pointed out that for many years the Treas- 
ury has left billions of dollars, all of the time on deposit with private 
banks, and the private banks have paid them no interest on it. And 
this amounts to a minimum subsidy of $150 million a year. So that 
when representatives of the utilities and the banks and the insurance 
companies fret about the $4 million or $5 million a year of REA ad- 
ministrative costs as being a subsidy, we cannot find much substance 
in those charges, since subsidies to big business runs rampant through- 
out our whole economy. 

As of May 1955, outstanding funds advanced to all REA borrowers 
was approximately $2.25 billion. 

As of April 30, 1955, the Treasury had borrowed funds totaling over 
$75 billion at interest rates well below 2 percent. As long as the 
Treasury can and does borrow funds in such amounts at such low rates 
of interest, who would deny rural people the advantages of the borrow- 
ing capacity of the Treasury? 

As long as the Treasury can borrow such large amounts at rates well 
below 2 percent, the charge of ‘‘subsidized interest rates’’ is hollow 
propaganda. The rural electric systems cannot be charged with sub- 
sidized interest rates except by those who seek to justify such. charges 
for propaganda purposes and who, in so doing, juggle the figures to 
suit their own purposes. 

According to REA, that agency has netted over $47 million on its 
lending operations since 1936, including interest paid, and accrued and 
payable. 

This $47 million is exclusive of administrative costs which (on the 
electric program) run slightly in excess of $75 million. 

The difference between the $47 million in net earnings and the $75 
million in administrative costs represents a fair estimate of the cost 
of the program to the American people, over a period of 20 years. 

We do not believe that the Federal Government has ever operated 
any program which brought so many blessings to so many people for 
anything like a comparable figure. 

_Contrast this situation, Mr. Chairman, with the program of sub- 
sidies to the private power companies which, since June 1950, has 
64865—55——21 
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paved the way, for $2.9 billion in subsidies to the private companies 
and will, if the program announced by Mr. Fleming in April of this 
year is carried out, net the private companies of $6.1 billion. 

We believe that if you compare REA’s electric loans, repayable at 
2 percent and its administrative costs on the electric program, which 
are slightly in excess of $75 million, with the $6.1 billion gift to the 
private power companies—not including administrative costs of ODM 
and DEPA, the Hoover Commission report will show up in its true 
light, that is, as a vicious attack upon a great program, an attack 
which must give much joy to the power companies whose propaganda 
is set forth in the Hoover report. 

Mr. Chairman, I am sure you are familiar with the recommendations 
of the Hoover Commission on REA, that the Rural Electrification 
Administration be abolished, and that there be created in its place a 
“Wall Street Rural Electrification Corp.’ which would become the 
banker for the rural systems; and that this corporation be compelled 
to borrow its funds in the “open market” and charge interest rates 
high enough to cover the results of this disadvantage plus adminis- 
trative costs. 

This is “operation bankruptcy”’ for the rural electric systems, and 
we are adamantly opposed to each and all of the recommendations of 
the task force and the Hoover Commission. At this point I would 
like to point out in terms of questions that were raised earlier here 
today, if it wouldn’t be all right to adopt the Hoover proposals now, 
would it be all right next year or 10 years from now. We are opposed 
to the adoption of any of these recommendations, this:year, next year, 
next year, or 20 years from now, because we do not believe the task 
of serving rural areas can be handled as it should be handled if we are 
to be turned over to the big investment houses and our interests 
juggled against those of the private corporations in which they al- 
ready have heavy investments. 

It is our sincere belief that both of these reports are cut out of the 
whole cloth of power company propaganda and that they would be 
destructive of the national interest and the welfare of rural people. 

To substantiate our view, we would like to refer you to the fine 
analysis of the effects of adoption of the Hoover Commission recom- 
mendations on REA which was submitted by the REA Administrator. 

We are in agreement with the analysis submitted by Mr. Nelsen, 
and we commend him upon his acuteness and frankness. 

If this report by REA has not been made a part of the record, we 
would like to request that it be made a part of the record. I believe 
a representative of the Farmers’ Union did submit a copy of that to 
you and I assume the committee has a formal copy from Mr. Nelsen, 
in any case. 

But he certainly makes the point that we are trying to make here, 
that adoption of the Hoover Commission recommendations would be 
utterly destructive of this great program. 

We were disappointed, indeed astounded, when Mr. Kenneth L. 
Seott, Director, Agricultural Credit Services, who appeared before 
this committee a few days ago and endorsed the principles and objec- 
tives of the Hoover Commission Report on REA. 

We are no less disappointed that Secretary of Agriculture Benson 
sent Mr. Scott to represent REA before this committee. 

We think that great agency needs no defense to the well-informed, 
but for some reason Mr. Scott did not see fit to present to you the 
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facts which would have been adequate to all who would listen with 
an open mind. 


COMMENTS OF PAUL GRADY BEFORE THIS COMMITTEE 


We would also like to call attention to a flat misstatement of fact 
which Mr. Paul Grady, Chairman of the Task Force on Lending 
Agencies, made to this committee on June 13, In response to a 
question from the chairman regarding the fine repayment record of 
the rural electric systems, Mr. Grady said: 

I think it is more or less meaningless in relation to the whole program * * *. 

I should like to point out that the loans are continually increasing; new loans 
are made to pay off old loans * * *. 

That statement, Mr. Chairman, is absolutely without basis in fact. 
REA has never made new loans to pay off old loans, and we think 
Mr. Grady was aware of this. If not, and there is always the possi- 
bility that a man could have recommended the abolition of an agency 
without knowing much about it, but, if not, we submit that this kind 
of ignorance raises a serious question about the usefulness of any 
recommendations which this man or his staff may have made regarding 
the program. 

If the committee has any doubts about the inaccuracy of Mr. 
Grady’s attack upon the repayment record of the rural electric 
systems, we hope you will raise some questions with REA on the matter 
so that the record may be set straight. 


THE PROBLEMS OF THE RURAL ELECTRIC SYSTEMS 


Mr. Chairman, the Rural Electrification Administration was called 
into being by the Congress to bring modern electric service to rural 
areas. It has been a great program which, directly or indirectly, has 
brought modern electric service with all that service means to millions 
of rural people. That service has produced a market for billions of 
dollars of industrial products, creating employment, strengthening 
enterprise, and increasing tax income to the Government. 

That service has lifted rural people out of the darkness into the 
— of 20th century America; it has lightened the drudgery of millions 
of farm women and children; it has increased agricultural productivity 
and thereby been a blessing to all whom consume the produce of our 
farms. 

It has not been a program easy to administer, and the achievements 
have not been easy. The power companies which contended that 
they could not afford to electrify rural areas have fought the program 
every foot of the way. What they could not or would not do they 
sought to keep farmers from doing for themselves. 

his, of course, is the old attitude of monopolies, as old as monopoly. 
They have attempted to deny or charge exorbitant rates for whole- 
sale power; they have sought to prevent us from generating our own 
power to make savings; they have fought to hold down the loan author- 
izations essential to the electrification program; they have fought our 
systems in the courts, and before the State utility commissions; they 
have sought to cripple or destroy the Federal power program from 
which over 300 of our systems get al] or part of their wholesale power. 
It has been a long war, between rural people and private monopoly. 
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It could not have been won, and the program cannot last, if the vested 
interests are ever successful in brainwashing the Congress. We do 
not believe they will be successful in doing so. 

If rural people are to continue to enjoy the benefits of low-cost 
electricity so essential to good living and increased productivity, if the 
half million rural homes still without modern electric service are ever 
to receive that service, we must have the help of a friendly Congress. 

We must have low-cost money to overcome the high costs of 
serving rural people. We must have access to low-cost power, which 
means that the Federal power yardsticks must be maintained and 
not destroyed, and that we must have the right and opportunity to 
generate and transmit our own power where we can save money by 
doing so. We must have technical aid, from REA. This means 
that the Federal power program and the Rural Electrification Adminis- 
tration must be protected and maintained by the Congress. Both 
are self-liquidating programs with the possible exception of a part of 
the administrative costs of REA—costs far outweighed by the increased 
productivity generated by REA’s activities. 

We urge that this committee and the Congress which it represents 
to weigh the best interests of all the people against the special pleading 
of monopoly, and we believe you will do so. 

May I request that a resolution on the Hoover report on lending 
agencies passed at our annual meeting in February and another 
adopted by our board of directors in May of this year be made a part 
of the record. 

Thank you Mr. Chairman, for this opportunity to appear before 
the committee. 

The Chairman. Mrs. Harden? 

Mrs. Harpen. Mr. Chairman, I should just like to say that my 
district is an agricultural district, Therefore, I am always interested 
in REA, and your problems. 

Mr. Cocuran. You know our former national president, Mr. 
Clyde Seabold. 

Mrs. Harpen. Yes, I do, he is from my district. Thank you, 
Mr. Chairman. 

The Cuatrman. Mr. Fascell? 

Mr. Fascruuu. I have no questions. 

The Cuarrman. Mr. Kilgore? 

Mr. Kitcors. No. 

The CHarrMan. You have stated your side of it very, very clearly, 
and we are happy to have had you with us. And we will make your 
findings a part of the record and we will also make a part of the record, 
the documents you brought with you. 

The CuarrMan. Do any of the other gentlemen with you have a 
statement to make? 

Mr. Cocuran. No. 

The CuarrMan. Thank you very much. 

Our next witness will be Mr. Goodyear. 

Mr. Goopygear. Mr. Chairman, and members of the committee 

The CaarrMAN. Do you have a statement? 

Mr. Goopyear. Yes, we do. The statement has been submitted 
to the clerk. My name is George S. Goodyear, and I am an active 
home builder from Charlotte, N. C. 
The CHAIRMAN. Just a moment, please. 








You may proceed, sir. 
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STATEMENT OF GEORGE S. GOODYEAR, HOME BUILDER, 
CHARLOTTE, N. C. 


Mr. Goopyrrar. Thank you. I will repeat. My name is George 
S. Goodyear, and I am an active home builder from Charlotte, N. C. 
I am chairman this year of the division of governmental affairs of the 
National Association of Home Builders, and on behalf of our associa- 
tion I wish to express to you our appreciation for this opportunity to 
testify this morning. 

The National Association of Home Builders is the sole spokesman 
for the organized home-building industry of America. The associa- 
tion is composed of a membership now numbering over 33,000 affiliated 
in 225 local and State associations in all regions of the country. 

Our association’s views on the various matters which your com- 
mittee is considering are arrived at by recommendations of committees 
of our members to our board of directors of over 400 members, and by 
majority action of that board. 

The policy of NAHB with respect to the organization of the housing 
agencies has been established since October 1953, when our board of 
directors approved recommendations then made by NAHB to the 
President’s Advisory Committee on Housing Policies and Programs. 

At that time, the board of directors of our association voted against 
“fragmentation” of the Housing and Home Finance Agency and for 
the preservation of a single agency dealing with the several govern- 
mental aspects of housing and home financing. 

More recently, we had an opportunity to convey our views to 
Housing and Home Finance Administrator Cole in response to ques- 
tions shortly following the publication of the Hoover Commission 
report on lending agencies. Our views are contained in some detail 
in a letter dated April 5, 1955, addressed to Mr. Cole. 

The same subject was more fully covered in response to certain 
questions from Senator Sparkman in a letter dated April 11, 1955. 
Copies of those letters and the exhibits used in connection with them 
are submitted for your record. 

We have asked for this opportunity of submitting to you our views 
in connection with the recommendations of the Hoover Commission 
Report on Lending Agencies insofar as they affect (a) the organiza- 
tion of the Housing and Home Finance Agency and its constituent 
units, and (6) the organization, functioning, and legislative authority 
of the Federal Housing Administration. (These relate specifically 
to recommendations Nos. 2, 5, 6, 7, 8, and 13 of the report.) 


I. 





FEDERAL HOUSING ADMINISTRATION 


As stated in detail in the material I have just mentioned, FHA has 
been the most important factor in the development of home building 
into a modern, mass-production industry, producing large numbers 
of homes for persons of modest income. It is the device by which the 
average man is enabled to have a home on terms that he can afford. 

It accomplishes this by acting as an insurance fund, so affected 
with the public interest as to require a governmental control, in 
which mortgage receipts are pooled on a scale beyond attainment by 
a private lender or group of lenders. 

We are somewhat puzzled by the references in the Hoover Com- 
mission report to ‘‘mutualization” of the Federal Housing Adminis- 
tration and by the suggestion that FHA should be reorganized in such 
manner as to provide its own financing. 
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As a matter of fact, FHA for a long time has provided its own private 
financing, operating solely on funds derived from fees for its services 
and its insurance premiums. It has not only paid its own way but 
has also met all its losses and has accumulated a reserve fund now 
approximately $400 million. It has completely repaid, with interest, 
the sum of $65 million originally advanced by the Federal Govern- 
ment to enable it to commence business. 

We do not understand how an organization, admittedly requiring 
Government regulation because of the nature of its operations, could 
operate any more on private funds than this. 

We do not understand the use of the term “mutualization’’, nor 
what, if any, virtues are claimed for it beyond the financial self-suffi- 
ciency of the agency. 

We also would like to call to the attention of this committee that in 
the summer and fall of 1953, a committee appointed by the President 
and representing all facets of the home building and home financing 
industries thoroughly studied these matters and recommended the 
continuance of FHA in its present form with important additional 
powers (some of which have since been enacted by Congress with but 
slight amendments). 

We would like also to touch briefly on the recommendation of the 
Hoover Commission for an independent long-range study of FHA 
insurance reserves. We, of course, do not ever oppose continued 
study of FHA operations with a view to sound improvement therein 
wherever the necessity for revision clearly appears. 

In considering FHA reserves, however, it must be kept clearly in 
mind that FHA, in addition to the dollar assets in its reserve funds, 
enjoys a huge hidden reserve in (a) the value of real estate securing 
loans insured by it, and (6) the time within which that real estate may 
be favorably liquidated, which is provided by its unique and soundly 
conceived debenture system. The contingent liability of the Federal 
Government on its guaranty of FHA debentures arises only when and 
if (a) the proceeds of the disposition of the real estate; (6) FHA’s 
income; and (c) FHA reserve funds all prove insufficient. This is an 
extremely unlikely event, and does not require the same amount of 
reserves as required for example, by an independent lending in- 
stitution. 

The proper comparison is rather to the Federal Deposit Insurance 
Corporation, and the Federal Savings and Loan Insurance Corpora- 
tion, payments out of the reserve funds of which are offset by the reali- 
zation on the assets of the insured institutions. Reserves of these 
agencies are 1.39 percent and 0.68 percent, respectively, compared to 
FHA reserves of 2 percent. 


II. HOUSING AND HOME FINANCE AGENCY 


We believe that Government policies concerning housing and home 
financing vitally affect and are in turn affected by overall Government 
fiscal and credit policies. It is essential that there be within the 
Government one agency concerned with the housing and home 
oe 

The Congress recognized this in the establishment of the Housing 
and Home Finance Agency in 1947. The wisdom of the policy was 
further recognized by the first Hoover Commission and by the Presi- 
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dent’s Advisory Committee in 1953. This Committee should note that 
in the Housing Amendments of 1955, which passed the Senate and 
have been reported out by the House Banking and Currency Com- 
mittee, this long-standing policy would be reversed by establishing the 
Home Loan Bank Board, one of the constituent units of HHFA as 
an independent agency. We think that this is a mistake, particularly 
on such comparatively meager consideration as can be given such a 
provision when included in an omnibus bill. 

We believe that the question of appropriate organization of the 
Government’s housing agencies should be considered as a subject in 
itself, if full opportunity is to be provided to explore the possible 
results of separation of one of the agencies. 

In our opinion, such action obviously will weaken the HHFA. In- 
evitably, pressures will arise for further dismemberment of that 
agency with the possibility that the work of FHA, as well as other of 
its constituent agencies, may be seriously jeopardized. This prema- 
ture action in the current housing legislation sets a dangerous prece- 
dent, not only with respect to the reorganization of the executive 
agencies or departments. 

We agree, in brief, with the recommendations in the first Hoover 
Commission report that ‘all housing activities be placed in one 
agency under a single administrator,’ and with the recommendations 
of the President’s Advisory Committee on Housing in December 
1953 that “there should continue to be a single housing agency” 
with an administrator having “‘clear authority to supervise and direct, 
if necessary, the activities of constituent agencies where any matter 
of basic policy is involved.” 

The Advisory Committee report made clear that “heads of con- 
stituent agencies should be fully responsible for the day-to-day oper- 
ations of the programs of their agencies,”’ but it also emphasized that 
the administrator ‘must have clear and unmistakable authority to 
supervise constituent operations for and on behalf of the President.”’ 

We believe this should apply in the present instance, and in con- 
clusion, I would like to say that as you have gathered we are con- 
cerned lest mortgage financing be returned to the system of high 
interest rate, low percentage loans, that prevailed prior to 1934, and 
consistent with weaknesses that were demonstrated 25 years ago. 
And the proposals we have made in that direction. 

And I would like to thank the committee for the opportunity to 
so testify. 

The Cuarrman. Mrs. Harden? 

Mrs. Harpen. No questions. 

Mr. Fascretu. No questions. 

Mr. Cuatrman. Mr. Kilgore? 

Mr. Kiicore. No questions. 

The Cuarrman. Mr. Henderson? 

Mr. Henperson. In reference to the Home Loan Bank Board, 
what effect do you think the independent status, as recommended by 
the Hoover Commission, might have on the functions of the Home 
Loan Bank Board? 

Mr. Goopygar. Well, the Home Loan Bank Board is an agency 
that has to do with housing. And if the agencies concerned with 
housing go in different directions without an overall planning policy, 
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it could upset the operating functions of 1 agency or 2 agencies unless 
they were all correlated. 

Mr. Henperson. Then how would the home builders feel about 
HHFA is the Home Loan Bank Board was actually taken out? Do 
you think the rest of HHFA could operate effectively if the Home 
Loan Bank Board was removed? 

Mr. Goopysar. Our policy has been that we believe that one over- 
all agency should do the job. I think before I could answer your 
question properly, it would be necessary for us to reexamine the 
agencies and the position that the HHFA would be in if the Home 
Loan Bank Board was taken out of it. 

Mr. Henperson. Thank you. 


NATIONAL AssocIATION OF HomME BUILDERS 
OF THE UNITED STATES, 
Washington 6, D. C., April 11, 1955. 
Senator JoHN J. SPARKMAN, 
Senate Banking and Currency Committee, 
United States Senate, Washington, D. C. 

DeEaR SENATOR SPARKMAN: We have given very careful consideration to your 
letter of March 29, 1955, expressing concern over statements from certain sources 
with respect to overbuilding and excessive credit in the housing industry. As 
spokesman for the home-building industry, we welcome your request for our views. 

Basically the National Association of Home Builders believes that the needs of 
the Nation as well as the industry are best served by a high and stable level of 
home building. We reject completely the boom-and-bust approach realizing 
that our members would be among the first to suffer from its effects. Moreover, 
we think those terms completely inapplicable to the present situation. 

Today’s level of home building is in keeping with our healthy and growing 
economy. The high level of business activity in the first quarter, and the good 
outlook for the future; the size of our housing need and the current market de- 
mand, taken together with the sound state of the housing credit structure fully 
sustain the 1.2 to 1.3 million unit volume forecast for 1955. 

This association is vitally concerned with industry planning for tomorrow as 
well as today. We would certainly share in any alarm as to current building or 
credit conditions, were we convinced that such alarm was warranted. We are not. 

We have, of course, been aware of the type of comment on building volume 
and mortgage debt quoted in your letter. While we certainly share your concern 
that the entire subject be carefully and thoroughly considered to be sure that the 
situation is properly understood, we decidedly disagree with the view expressed 
by Mr. Eccles and Dr. McKinley. It seems appropriate to note that at leass 
equally eminent authorities in the field of home construction and financing at 
those gentlemen support our views. 

We refer among others to the Chase National Bank of New York and First 
Federal Savings & Loan Association of Chicago (both of whose comments on 
mortgage debt are quoted elsewhere in this letter) and to recent statements by 
Mr. George C. Johnson, president of the Dime Savings Bank of Brooklyn; Dr. 
George Cline Smith, economist for the F. W. Dodge Co., and the chamber of 
commerce of the United States. Excerpts from these latter statements are 
attached. (Exhibit [ to attachment.) 

Our views on these questions may be summarized as follows: 

I. Foday’s home-building volume is clearly sustainable on the basis of both 
market demand and the housing need. 

II. The overall pattern of today’s mortgage financing—with low down pay- 
ment, low carrying charge, low interest rate and level payment amortization 
loans—is sound and realistic. 

III. The home mortgage debt is sound, and is in line with the debt-carrying 
capacity of homeowners who have proven to be good mortgage risks. 

IV. The FHA concept of mortgage insurance is sound. We are opposed to 
any changes, in the absence of a clear showing that such changes would be in the 
public interest. 

V. The Housing Act of 1954 has not yet contributed in a major degree to today’s 
volume of home building, and its terms are not now an important factor in recent 
mortgage credit extensions. As a matter of fact, FHA volume has declined 
recently. 
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VI. The increasing home-bifilding volume of recent months reflects primarily 
last year’s mortgage conditions. Today’s mortgage market is sharply changed 
from last year and funds for future building are tighter. The seasonally adjusted 
annual-rate figures on housing starts to date may well be misleading. 

VII. Adequate machinery already exists in the industry and in the Government 
agencies to avoid overbuilding in local markets. 

VIII. Current housing and tax legislation do not encourage production of 
moderate priced rental housing. 

IX. A good start has been made on the job of providing better housing oppor- 
tunities for all Americans, through soundly conceived financing practices and 
improved building techniques. It would be a major social and economic catas- 
trophe at this time to place obstacles in the way of an increasingly better per- 
formance of that job. 

The attachment discusses in some detail the above points. 

The policy statement adopted at our convention in Chicago in January sum- 
marized these views sometime before this subject attained its present prominence. 
We are attaching a copy of that statement for your consideration (exhibit 2 to 
attachment). 

Very sincerely yours, 
Ear W. Smita, President. 


I. 





TODAY’S HOME-BUILDING VOLUME IS CLEARLY SUSTAINABLE ON THE BASIS 
BOTH MARKET DEMAND AND THE HOUSING NEED 


OF 


The volume of housing starts during the first quarter of 1955 is neither surprising 
nor disproportionate in the light of generally improved business conditions. 
Consumer income, gross nationa! product, automobile production (to name only 
three indicators) are close to the highest levels in history. 

If we were overbuilding, the home-building industry would certainly be the 
first to know it. Yet reports from our members indicate that the current sales 
are good and are expected to continue good. Certainly, if overbuilding were 
occurring vacancies would increase. However, the most recent vacancy survey 
undertaken by the National Association of Real Estate Boards in the fall of last 
year, a survey of its 274 local boards, states: 

“Overall vacancy rates in most cities did not rise appreciably during 1954. 
Although sufficient new dwelling units were added to the inventory to create some 
elbow room * * * supply and demand interacted to maintain habitable vacancies 
at a relatively low level. * * *” 

The survey concluded with a forecast that most boards expected but little 
change in rental market conditions. A further study of vacancies is underway 
by the Census Bureau, which will soon throw additional light on this important 
subject. 

The most recent Federal Reserve Board survey of consumer intentions, pub- 
lished in the March 1955 issue of the FRB Bulletin, reported that the percentage 
of consumers planning to buy homes in 1955 was 9.6—the highest proportion 
since these studies were initiated in the postwar years. The study further 
reported that this demand should extend into 1956—which was as far as the 
study went. The underlying reasons for this continuing demand fall largely into 
these categories: 

A. Population pressures: 

1. Birth rates are phenomenally high. There were 4.1 million babies born 
last year and that figure will probably be exceeded in 1955. Many of these 
births are third, fourth, and even fifth children in the family. 

2. We are now adding close to 3 million people a year to our population which, 
at the beginning of 1955, was 163 million. We should have about 190 million 
people in this country by 1965; as compared with 1940, this would mean an 
increase of close to 60 million people in 1 generation, or a gain of more than 45 
percent over the 1940 total. 

3. Ours is a restless population. The Census Bureau reports that approxi- 
mately 30 million Americans change addresses each year. This is about 9 million 
families, and 1.5 million of them move into different States. Much of the migra- 
tion is into the Coastal States in the Southeast, to the Southwest and the Pacific 
States; these areas which show the greatest rate of population growth in recent 
years also show the greatest volume of new housing. Thus it is apparent that 
much of the movement is into areas of housing shortage, and to that extent, it 
swells the housing demand. 
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B. American incomes and living standards are fising constantly. The median 
income for nonfarm families in 1953 was $5,300, the United States Commerce 
Department reported, and 55 percent of all nonfarm families had incomes of 
more than $5,000. As family income rises, it is a normal human tendency to 
seek better housing. A large part of the present housing market is based on this 
upgrading process by families who need and are now able soundly to finance 
better homes. It is worthy of note that according to the 1950 census, two-thirds 
of the existing housing is 25 or more years old, and at least 7 million nonfarm 
houses are either dilapidated or lack indoor plumbing. 

C. Current financing terms and soundly conceived mortgage practices have 
done much to make good quality homes available to moderate income families 
and thus have expanded the market, 

D. Today’s houses are better designed, better built, better buys. And these 
changes in design and improvements in quality are important factors in stimulating 
consumer demand as many another industry has found out. 

It is true that household formations are declining, as was expected after the 
immediate postwar upsurage of marriages. But in today’s market, this is not 
the major source of housing demand. amily formations are only a part of the 
demand for new housing. In this connection, the following quotation from the 
January 1955, News Letter of the National City Bank of New York, is pertinent. 

“Today it is generally the people who already have a house or car or home 
applicances who are the heart of the market for a new version. The housing 
boom 1s kept going, to a considerable degree, by families who want larger, better, 
more modern homes in suburban areas, not—as was the case in early postwar years 
—the newly formed families who wanted any sort of moderately priced shelter. 

In any event, based on the latest data available (April 1954), the number of 
new nonfarm household formations since World War II still totals 700,000 more 
than the number of new nonfarm housing units constructed. 

We believe the need for more and better housing is indisputable. The current 
high rate of home building still falls short of even the minimum need, as estimated 
by competent Government and private authorities. In this connection, in 
testifying on the 1954 housing bill, we presented data indicating a minimum over- 
all housing need for new homes of 1.4 million annually between 1954 and 1960, 
and stated that in the sixties need would rise sharply with increasing family 
formation. It is our understanding that other needs estimates considered by the 
committee were in the same range of magnitude or even greater. 

If we fail to upgrade the general level of the housing of our people now, when 
the relatively low rate of new household formations gives us this opportunity to 
do so, we will find ourselves once again facing a desperate housing shortage in 
the 1960’s, when the war babies of the 1940’s will be forming families of their own 
in unprecedented numbers. 


Il. THE OVERALL PATTERN OF TODAY’S MORTGAGE FINANCING—WITH LOW DOWN- 
PAYMENT, LOW CARRYING CHARGE, LOW INTEREST RATE AND LEVEL PAYMENT 
AMORTIZATION LOANS——IS SOUND AND REALISTIC 


We see no reason to alter our views in favor of low downpayment, low monthly 
carrying charge loans, as fully set forth in our testimony in support of the Housing 
Act of 1954. It is this type of loan, which, in our opinion, is the greatest single 
force in making effective a mass housing market. 

We do not believe that the soundness of a loan is automatically measured by 
the amount of downpayment, or that a slightly higher downpayment protects 
the buyer against the hazards of the future. 

The important considerations in any mortgage are that the property be a good 
business risk and that the borrower be able, under foreseeable conditions to carry 
the monthly payments and repay the loan. In both the Government agencies 
(FHA-VA) and in the lending institutions emphasis is placed on these factors. 
In view of this, the only thing that need give us real concern is in the event of 
severe unemployment and depression. In that case, a few additional percentage 
points on the loan would be no great protection. In this connection it should be 
emphasized that the amount of cash which a buyer must provide at closing on 
today’s housing is, of course, not limited to the downpayment itself, but in the 
typical case includes from $250 to $500 in closing costs and prepaid expenses. 

There is, of course, the possibility of some abuse where these closing costs are 
absorbed in the loan. In recognition of this possibility, NAHB’s board of direc- 
tors, at our January 1955 convention, took the position that the buyer should 
pay such closing costs in cash and that they should not be covered in the mortgage. 
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Compare today’s mortgage practices with those prevailing in the 1920’s. 
Most mortgages in those days were not amortized, but were written for short 
periods of time and with exceedingly high interest rates. The entire sum came 
due at one time, and while it could be renewed if economic conditions were good, 
each renewal involved costly fees and discounts. In bad times, the borrower 
simply lost his home. In the 1920’s many home buyers were forced by circum- 
stance to obtain funds for the equity required through second mortgages for which 
they paid excessive discount. Through use of such mortgages many home buyers 
in those years were able to buy a house without any equity but with excessive 
interest and at appalling terms. Thus, the no-down-payment loan is not a 
recent innovation and was frequently encountered in the 1920’s under far less 
sound lending conditions. 

Today there is “‘single stop’? mortgage financing, at much lower interest rates, 
paid off on regular monthly payments and over a long period of time. It should 
be obvious that the average home buyer has immeasurably improved his situation 
and ability to pay off his mortgage. 

Another factor meriting attention is that most mortgages during the earlier 
period were made by lenders in their own communities. Today, refiecting the 
influence of the FHA program, more and more loans are made all over the country 
by lenders, with infinitely greater resources, located in the financial centers in 
the Northeast and elsewhere. This increasingly national aspect of mortgage 
financing means a much better flow of credit and a sounder foundation for the 
entire mortgage structure. 


Ill. THE HOME MORTGAGE DEBT IS SOUND AND IS IN LINE WITH THE DEBT-CARRYING 
CAPACITY OF HOMEOWNERS WHO HAVE PROVEN TO BE GOOD MORTGAGE RISKS 


The First Federal Savings and Loan Association of Chicago, in its publication, 
Savings and Homeownership, February 1955, made a comprenensive analysis 
of the debt situation. ‘‘The enormous and rapid increase in individual debt, 
and particularly in mortgage debt, has prompted many students of financial 
affairs to express concern over the soundness of our real-estate financing structure, 
anc to worry lest such ‘topheavy’ debt collapse one of these days, and bring 
financial stress to many borrowers and lenders alike,’’ the analysis said. ‘‘If 
such a possibility should in fact exist, it would be a serious matter. The facts, 
however, do not seem to support such an alarming conclusion.’ [Italics supplied.] 

What are the facts? 


A. Overall mortgage debt 


Overall mortgage debt at the end of 1954 (including both farm and nonfarm 
and other types of private mortgages) was about $111 billion. This is 37 percent 
of national income, a lower proportion than in either 1940 or 1930, as the following 
figures show: 





: Mortgage debt 
Year ee National income | as percent of 
| 
| 


income 





Thus national income has increased at a much faster rate than mortgage debt, 
which would indicate that the economy is certainly in as good, if not better, shape 
to carry this debt than it has been at any time in the past 25 years. 
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B. 1-4 Family nonfarm homes 

The 1—4 family nonfarm residential portion of the mortgage debt has increased 
at a slightly faster ratio than has the overall disposable income of the consumers 
who earry that debt. 

For the 1-4 family nonfarm home portion of the mortgage debt the figures are: 


Mortgage debt 





7 
| Overall mort- 





Year gage debt National income as ee of 
| 
SI Tk sa cig. ander thes icra lelas een opto eee eee aie $75, 200, 000, 000 $253, 000, 000, 000 29. 6 
1950_- sup atnknoségensanpacinnnel, \ aa 206, 100, 000, 000 | 21.9 
1940_- -| 17,300, 000, 000 76, 100, 000, 000 | 22.7 
iin ch <msitgadtths = bapnetbinowun clbatsiiactcmieds at 18, 900, 000,000 | 74, 400, 000, 000 25.4 





C. Consumers living in mortgaged homes have far greater share of consumer income 
than in 1940 


However, this analysis by itself ignores the vast increase in the number of 
consumers who carry that debt, as the following table indicates: 








1950 1940 

sieleiate ad — 
Owner-occupied nonfarm home with some mortgage debt___..- — 9, 900, 000 4, 800, 000 
Percent of such homes to all nonfarm households_-_._-......_...---- 25 | 17 
Dollar share of such families in consumer disposable income assuming | } 

an average distribution of consumer income among all households__| $47, 000,000,000 | $10, 400, 000, 000 
Nonfarm home mortgage debt as percent of assumed income of these | | 

is okiciiiictnta tiation sdddtesartnsctgimnntiowcdil bes ammuee vigiate Ta ncaa | 96 166 





The last figures merit repeating. The mortgage debt is only 96 percent of the 
income of 1950’s families living in their own homes, as compared to 166 percent 
in 1940. While there are no data beyond 1950, it seems reasonable to assume 
that this trend has continued. 

There is another important element worthy of attention. The number of 
families responsible for payment of the mortgage debt more than doubled between 
1940 and 1950. What this means is that there is a far broader base for carrying 
the home mortgage debt in 1950 than in 1940. Families living in their own 
mortgaged homes in 1950 had a much greater proportion of total consumer 
income than the same category of families had in 1940. 

Here is how the Chase National Bank of New York in an article on Public 
and Private Debt which appeared in the January 1955 issue of Business in Brief, 
sums up the present mortgage debt situation: 

‘‘* * * mortgage debt is in far sounder shape today than in the past. Interest 
rates are lower. Amortization is almost universal. Burdonsome secondary 
mortgages have been eliminated. And repayment periods are longer. Thus the 
total amount of mortgage is rarely subject to immediate call or default today. 
In addition, extensive Government guaranties are designed to provide strong 
insurance against the kind of financial panic which led to widescale mortgage 
liquidation in the early 1930’s.”’ 

Today’s homeowners are good mortgage risks.— With the foreclosure rate during 
1954 running at about 3 per 1,000 mortgaged properties compared with 11 in 1940, 
it is evident that homeowners are by and large good mortgage risks. FHA 
section 203 loans in default at year’s end were only 0.5 percent of the total out- 
standing. VA has paid claims on slightly more than 0.5 percent of the 3.6 million 
loans closed. There has been no evidence to indicate that the delinquency prob- 
lem on homes financed under liberal terms is seriously different than delinquencies 
on other types of loans. 

In a national delinquency survey published on January 26, 1955, the Mortgage 
Bankers of America reported: 

‘““Mortgagors are making a remarkable record in keeping their loans current. 
* * * Based upon data from more than 1,700,000 MBA loans, the showing of 
delinquencies is as follows: 

“GI: Displayed the greatest drop in delinquency rates of all loans from a 
year ago—only 2.18 percent delinquent 1 month, 0.46 percent for 2 months, 
and 0.22 percent for 3 months. 
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“FHA: Insured loans delinquency rate is identical to last year—1.92 percent 
delinquent 1 month, 0.30 percent for 2 months, and only 0.15 percent for 3 months. 

“Conventional: They also show an improvement over a year ago * * * 1.38 
percent, 0.32 percent, and 0.18 percent for 1, 2, and 3 months, respectively. 

“Significance: Our current survey again emphasizes the stability of today’s mort- 
gage borrower and his willingness and ability to pay * * *.” [Italics supplied.) 


IV. THE FHA CONCEPT OF MORTGAGE INSURANCE IS SOUND. WE ARE OPPOSED TO 
ANY CHANGES IN THE ABSENCE OF A CLEAR SHOWING THAT SUCH CHANGES 
WOULD BE IN THE PUBLIC INTEREST 


Although your letter made no specific reference to the FHA concept as such, 
we are disturbed at recommendations recently by the Hoover Commission and 
certain lending sources for changes in the FHA. 

The FHA concept has proven an outstanding success for more than 20 years. 
Despite intimations to the contrary, FHA is now complerely privately financed 
and has paid into the Treasury $85 million which includes the initial Government 
investment of over $65 million, plus interest. 

Much of this current attack on FHA takes the form of a solicitious concern for 
FHA reserves, and usually alleges, without supplying proof that these reserves are 
inadequate. Such expressed fears are to be found, for example, in the Hoover 
Commission Report of March 1955, on lending agencies (p. 27). 

These statements generally ignore the contingency against which the reserves 
should be projected. FHA reserves are not designed to protect directly against 
the incidence of foreclosure. Therefore, they are not comparable to reserve 
funds of individual lending institutions which must, at all times, be prepared to 
pay off depositors even though income from investments has ceased and capital 
is temporarily frozen. 

In addition to the dollar assets in its reserve funds, FHA has a huge primary 
reserve in (a) the value of the real estate securing loans insured by it, and (6) in 
the time, provided by its unique and soundly conceived debenture system, for 
favorable liquidation of that real estate. 

The contingent liability of the Federal Government upon its guarantee of 
FHA debentures arises only in the event that (a) the proceeds of the disposition 
of the real estate; (b) FHA’s income; and (c) FHA reserve funds all prove in- 
sufficient to pay interest or to meet payment of the principal of maturing de- 
bentures. 

To say that the Government’s contingent liability is the entire amount of 
outstanding FHA insurance at one particular time is true but misleading, since 
it is well-nigh inconceivable that the Treasury would be called upon to pay more 
than a small fraction of this total. In this sense, the contingent liability of FHA 
and the exposure of the Treasury is very much akin to the contingent liability 
assumed under the Federal Deposit Insurance plan which, expressed in terms of 
total deposits insured, was $106 billion (as of December 31, 1953). Surely it 
would not be seriously maintained that FDIC would ever be called upon to pay 
the entire amount of insured deposits. It seems to us that better public under- 
standing of this point should be developed. 

There is absolutely no proof, insofar as we can determire, to support the 
assertion that FHA reserves are insufficient and that, therefore, the FHA insurance 
premium should be increased. We frankly question whether this suggestion, 
coming from sources which have resisted the FHA since its inception, is based 
on a proper concern for the soundness of the FHA operation, or rather, springs 
from a desire to minimize—and, if possible, destroy the effectiveness of the 
FHA—by attaching conditions which could make its use unnecessarily expensive 
to the home buyer. 

It should be noted that FHA has met its losses to date out of income. To 
seriously impair its reserves would involve a mortgage collapse far more extensive 
than anything we have ever experienced. Such an eventuality would have such 
far reaching consequences to our entire economic structure as to dwarf into 
insignificance any question of adequacy of FHA reserves. 

The National Association of Home Builders has consistently supported the 
FHA concept ar.d the continuing improvement of its services to the home buying 
public. Any revisions in governmental policy, or in the sturcture and functions 
of the government agencies concerned should be examined carefully in the light 
of the complex home building industry and the housing needs of the public. 

We are deeply disturbed by certain approaches which seemingly would risk 
canceling out much of the attainments in housing of the past 20 years and would 
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return the industry to its status of the 1920’s. There are evidences of a trend 
toward the type of financing which led to disaster 20 years ago and which first 
caused the Federal Government to concern itself in this area. 

Unquestionably, the most important factor during the past 20 years in the 
development of the home-building industry into a modern, mass-production 
industry has been the FHA system of mortgage insurance. As orizinally con- 
ceived, this represented almost an ideal form of cooperation between Government 
and business, opening new horizons for the industry which it could not conceivably 
have reached by itself. FHA is simply an insurance fund so affected with the 
public interest as to require governmental control. By pooling mortgage risks, 
on a scale beyond attainment by a private lender or group of lenders, it affords 
a thoroughly sound method of providing consumer financing at low down- 
payments, and low monthly charges without which the average man, although a 
sound credit risk, would have difficulty in acquiring a home. 


Vv. THE HOUSING ACT OF 1954 HAS NOT YET CONTRIBUTED IN A MAJOR DEGREE TO 
TODAY’S VOLUME OF HOME BUILDING, AND ITS TERMS ARE NOT NOW AN IMPORTANT 
FACTOR IN RECENT MORTGAGE CREDIT EXTENSIONS. AS A MATTER OF FACT, 
FHA VOLUME HAS DECLINED RECENTLY 


The Housing Act of 1954 became law in August 1954. Since that time, FHA 
starts, while reflecting the generally good market, have, in fact, declined recently 
in number as well as in proportion to the total, as the table below shows: 


Total units Total units | Unitsin VA 
| 





POUEURY «| << cie oon wie inher ik ke Oe eae Dat denice 88, 600 17, 194 
| 





Period | in BLS pri- in FHA starts (family 

| vate starts starts | homes) 
1954—July - _- cae 112, 900 | 25, 430 | 26, 810 
August Stith etek beeiddn Sod dvidda Biss 1b8s us td bbe oad 113, 000 | 26, 999 | 33, 251 
SN enced 113, 400 | 25, 882 | 33, 938 
I ce a eas br ae ne 105, 800 | 24, 665 | 33, 501 
Nowemiber.... 5. é.....4.2.. S23 pose 102, 700 | 26, 344 | 36, 037 
Denis: 320i Sa ae ele) bs 89, 600 21, 543 | 29, 147 
1955—January bdiv tipo avbea estan shebiircreletiaiaii sllatoaln ts ne eee | 87, 800 20,021 | 26, 069 
28, 044 





FHA starts in the past year have ranged from 20 to 25 percent of all private 
starts, going as low as 19 percent in February, the smallest proportion in more than 
a year. This is clearly shown in the chart (attached as exhibit 3A) which reveals 
that while FHA fluctuated within a relatively narrow range, most of the impetus 
in new housing starts has come from the VA-guaranteed loan program—which 
was not affected at all by the Housing Act of 1954, and which has been operating 
under provisions in effect for a number of years. 

As a matter of fact, there is some reason to be disappointed as to performance 
to date under that act, and it is clear that it will take more time than anticipated 
to see any substantial volume of new housing under either its urban renewal 
provisions, or the voluntary home mortgage credit program. The chart, attached 
as exhibit 3B, also, indicates that the volume of new business in the FHA program, 
as reflected by new units in applications, has been falling off from the high levels 
of a year ago, while the new VA business as reflected in units in appraisal requests 
has been moving upward steadily. 


VI. THE INCREASING HOME BUILDING VOLUME OF RECENT MONTHS REFLECTS 
PRIMARILY LAST YEAR’S MORTGAGE CONDITIONS. TODAY’S MORTGAGE MARKET 
IS SHARPLY CHANGED FROM LAS?P YEAR AND FUNDS FOR FUTURE BUILDING ARE 
TIGHTER. THE SEASONALLY ADJUSTED ANNUAL RATE FIGURES ON HOUSING 
STARTS TO DATE MAY WELL BE MISLEADING 


Last summer, when homebuilding volume started upward, Barron’s Weekly 
said editorially (on June 21) “Much greater availability of mortgage money at 
lower rates is the basic explanation of the unbroken momentum of home building.” 

This explanation still holds. It should be remembered that this month’s 
housing starts reflect financing arrangements entered into some time ago. Today’s 
volume, as already indicated, is very strongly influenced by the large number of 
starts under the GI program. These starts in turn, reflect the pressure of mort- 
gage funds seeking productive outlets during a period of business recession last 
year. As an example of the influence of last year’s business conditions on the 
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mortgage market, business and commercial loans were down last year. Many 
insurance companies sold their Government bonds to commercial banks; the 
money thus freed when commercial banks could not make as many business loans 
as they can today, was available for mortgage investment. And the funds 
committed at that time made possible much of the recent winter’s increase in 
activity. 

Financing arrangement precedes starts 


This lag of months between initial arrangements and housing starts is a very 
important factor in the analysis of today’s markets. Those calling for action 
today, are, in effect, referring to a condition which no longer exists. 

The flood of 30-year no-downpayment money for GI’s buying homes today— 
which has attracted so much attention—reflects an ease in the money markets 
last year, not present conditions. It should be noted, moreover, that it is loan 
closings, under arrangements entered into months ago, which have risen so in 
the past few months, and which, we venture to predict, will decline in later 
months, on the basis of the tighter financing currently available for future home 
building. 


Mortgage money is tighter now 


There are potent indications that changes have already occurred. According 
to recent newspaper reports, a number of the largest lenders, including some 
of the large insurance companies are no longer in the market for 30-year no- 
downpayment loans. 

A survey several weeks ago by the Federal Reserve Board of mortgage lenders 
and builders reported a scarcity of money for 30-year GI no-downpayment 
money for future commitments, although a good supply was available for the 
current building, reflecting, as we have said, financing arranged months earlier. 

Reports from our members all over the country indicate that money is already 
tightening somewhat. Moreover, as general business conditions improve, demands 
for funds from other sectors of the economy compete with the demand for 
mortgage funds, and thus, may have a restrictive effect on the flow of new money 
into home building. 


Seasonally adjusted annual rate figures are misleading 


In discussing the 1954-55 winter volume, much has been made of the high 
so-called seasonally adjusted annual rates. These are the monthly starts totals 
reported by the Bureau of Labor Statistics and adjusted on seasonal factors 
each month to give a yearly total. With all due respect to the developers of the 
seasonal index, it is suggested that this index should not be used as a firm indicator 
of the next 12-months’ production. A look at monthly volume over any period 
of months in recent years would clearly indicate a considerable variation with 
very few months—seasonally projected—coming close to the year’s total. 

For example, look at last year. Total private starts were 1.2 million, yet in 
7 of the 12 months the difference between the projected annual total for that 
month and the total for the year was more than 100,000. During the year, 
monthly totals, projected at seasonally adjusted annual rates, ranged from a 
low of 1.056 million to a high of 1.473 million. Certainly, on the basis of last 
winter’s production, it could not have been foreseen that 1954 would be so high 
a home building vear. 

We believe that the BLS itself will support the view that the index is not a 
reliable forecasting device. Our reason for dwelling on this matter at such 
length, is that much of the outcry of excessive building is based on the high 
annual projected from the building volume of the last few months. 





VII. ADEQUATE MACHINERY ALREADY EXISTS IN THE INDUSTRY AND IN THE 
GOVERNMENT AGENCIES TO AVOID OVERBUILDING IN LOCAL MARKETS 






The flow of mortgage funds into the market place is an extremely strong 
regulator of building volume. It also is a selective regulator in that private 
lending institutions appraise very carefully the markets in which they do their 
lending and only make their loans if convinced that such loans are sound and 
profitable for them. 

It must be remembered that there is actually no such thing as a single 
housing market, but rather hundreds, if not thousands of individual local markets. 

The assertion that the industry is overbuilding tends to ignore some very 
real and practical aspects of building operations. The thousands of relatively 
small-business men and producers who make up this industry are not likely 
to continue for long building a product which they cannot sell. Nor, are lenders 
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likely to ignore sound lending practices, and their responsibilities to their own 
investors by making unprofitable loans. As a matter of fact, there is an increasing 
tendency in the home building field for volume builders to put up several 
model houses, and then build in accordance with their sales. In this sense the 
volume is being paced more and more by its actual market demand. And this, 
of course, provides a strong built-in stabilizing influence. 

The Government agencies themselves have available, and have used, methods 
to prevent overbuilding in particular localities. For years, the FHA underwriting 
divisions in the various field offices, as part of their regular duties have analyzed 
the market outlook in their localities. Each review of an application is also a 
review of whether the market will absorb the volume proposed. Also, when 
the situation requires, local FHA offices have taken action in their localities to 
diminish the number of commitments which will be issued in that market, or 
for certain types of housing. This is the same type of selective action normally 
taken by various lending institutions on the basis of an appraisal of that specific 
market. 

These approaches are, in our opinion, the proper way to avoid overbuilding 
in particular areas. They are taken by builders, by lenders, by Government 
officials, on the basis of the conditions in that local market place. This is in 
direct contrast with certain proposals to place over-all national controls on volume. 
Certainly, if city X is overbuilding, then the proper way to correct it is to cut 
back on homebuilding in gity X, not to issue sweeping regulations which change 
mortgage terms nationally. 


VIII. CURRENT HOUSING AND TAX LEGISLATION DO NOT ENCOURAGE PRODUCTION 
OF MODERATE PRICED RENTAL HOUSING 


With respect to your query on sales versus rental housing, it is our view that 
the production of a high volume of private rental housing requires a sound plan 
of liberal financing aids and under conditions encouraging both to the investment 
of short-time risk capital for production as well as long-term equity capital 
investment. We do not think those conditions were met by the provisions of 
the Housing Act of 1954. 

The builder is essentially a producer. Were he to undertake to produce rental 
housing under terms which require a substantial long-term-cash investment—as 
distinct from the investment of the services and values which he furnishes in 
production—he could not long remain a builder because his capital would soon 
be unavailable for any other activity. 

Meanwhile, experience has also indicated that equity investment, above the 
mortgage, needed for rental housing is not forthcoming from institutional or 
other nonbuilder sources. Under current legislation and market conditions, 
such investments are not sufficiently attractive, particularly when competing 
investment opportunities offer equally as good or better a return, with less effort, 
less risk, and far greater liquidity. 

Another factor is the capital-gains-tax law, which has been interpreted so that 
gains realized from investments by builders in rental properties are treated as 
ordinary income rather than capital upon later sale of the properties, no matter 
what the holding period. In addition, the Internal Revenue Code of 1954 
(sec. 312 (j)) further restricted to ordinary income the tax treatment of earnings 
and profits on projects with FHA-insured loans, though not conventionally 
financed projects. 

The builder-investor, like any other businessman must examine business 
proposals in terms of the possible return after taxes for his time, effort, funds, 
the degree of risk, and the length of time before his cash investment is returned. 
Any careful examination of the current rules of the game-—tax and housing-wise— 
would convince the prudent investor that other types of investment offer better 
opportunities than rental housing. 

Since the Housing Act of 1954 was passed, FHA has received only 42 applications 
for so-called project or rental mortgages, covering only about 3,820 units. 

In general, of course, the trend is toward home ownership. In 1954, rental 
housing was at the lowest proportion of total building that it has been in the years 
of this century in which records have been kept. Moreover, lack of encourage- 
ment for the type of financing necessary to produce moderate priced rental 
housing is accelerating the trend toward higher rents. According to press reports, 
what little new rental housing is being built is available only at high rents. In its 
issue on March 26, 1955, Business Week sums this up as follows: 

‘‘* * * Most builders would rather concentrate on single-family building. 
For one thing, the financing is much easier. FHA apartment funds have dried 
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up * * *, Apartment construction now getting under way is financed chiefly 
with conventional money. This often requires better locations, a break on the 
price paid for the land, and higher rents.”’ [Italics supplied.] 


IX. A GOOD START HAS BEEN MADE ON THE JOB OF PROVIDING BETTER HOUSING 
OPPORTUNITIES FOR ALL AMERICANS, THROUGH SOUNDLY CONCEIVED FINANCING 
PRACTICES AND IMPROVED BUILDING TECHNIQUES. IT WOULD BE A MAJOR 
SOCIAL AND ECONOMIC CATASTROPHE AT THIS TIME TO PLACE OBSTACLES IN 
THE WAY OF AN INCREASINGLY BETTER PERFORMANCE OF THAT JOB 


In summary, we believe that today’s high volume gives the home-building 
industry a wonderful opportunity to upgrade and improve the housing conditions 
of the American people on a scale never before possible. None of the estimates 
of housing need (need not demand) is even as low as today’s allegedly excessively 
high volume of new housing. Our population is increasing at a rate far greater 
than anyone would have anticipated a decade ago. 

Under conditions of prosperity and with evidences on every side of the need 
and desire of the American people for better housing, it would be an economic 
and social catastrophe of the first order to place new major impediments in the 
way of the home building industry. The legislation already in effect has been 
carefully worked out over a considerable period of time and should be given 
the chance to perform the major task outlined for it. 

The allegations as to overbuilding and excessive mortgage lending come in 
many instances from sources which had been initially opposed to the development 
of the modern credit instruments which have made possible today’s modern large 
scale home-building industry. The arguments they have previously presented 
have been thoroughly explored by the Congress in recent years in its discussions 
of housing legislation. On each occasion, recommendations to return to practices 
now obsolete have been rejected. 

If, in fact, maladjustments of credit and supply exist in any locality, adequate 
measures already exist for their correction through the application of sound 
business sense and machinery already available to the Government agencies. 

We are witnessing today a significant social change in the United States. In 
the past 15 years, home ownership has more than doubled, with more than 22 
million families or 56 percent of the nonfarm population owning their own homes, 
compared with only 41.1 percent in 1940. This increase, reflecting current mort- 
gage financing practices and structure, has contributed largely to a more stable 
society and economy. Moreover, as many surveys show, home owners are good 
customers, and the incidence of home ownership has been an important factor in 
the recent stimulation of retail trade. 

Since earliest times, freehold tenure of land property ownership for the average 
man, was one of the magnets drawing settlers to this Nation from all over the 
world. Even as recently as 50 years ago, home or land ownership was difficult 
for the average man to achieve in most parts of the world. Today, in most 
Iron Curtain countries, and in others, home ownership and private property are 
penalized or forbidden. This country and our institutions will become stronger 
and prosper as more and more Americans “own” a share in it. Today’s improved 
mortgage practices and the housing legislation now in effect are important sus- 
taining forces in making ‘‘a home of my own” become a reality for ever increasing 
numbers of our citizens. 


Exuisit 1A 


{From a speech by George C. Johnson, president, the a Savings Bank of Brooklyn, N. Y., February 
25, 1955 ; 


* * * T am becoming quite concerned with recent articles in newspapers and 
magazines to the effect that present financing for homes is too liberal, and that 
the Nation’s home mortgage debt is too high. Some of these conclusions seem to 
be based on a superficial examination of insufficient statistics, and they ignore 
many basie economic facts. 

Liberal mortgage credit, soundly applied on the basis of a borrower’s ability to 
meet his obligations, is one of the strongest props we have for a prosperous national 
economy. 

It is very true that mortgage lending today is on a far more liberal basis than at 
any time in the past, but these loans are sound. The long-term self-amortizing 
mortgage with low downpayment has proved the greatest single factor in putting 
good homes within the reach of families in every income bracket. 


64865—55——22 
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Is this bad? 

Less than a month ago, I heard an economist say that we are building too many 
homes for sale; that because there is no particular encouragement from Govern- 
ment or elsewhere to build rental housing, families are being forced to buy homes. 
Even this man’s phraseology seems to me to be off key. ‘‘Induced’”’ might have 
been a better word than ‘“‘forced.’’ 

Be that as it may; again I ask: Is that bad? I was brought up to consider it a 
fine thing for a family to own its home. 

* * * Tt is the family with children which is the biggest factor in the market for 
homes—not new marriages in themselves. 

While I am upon this subject of whether or not we are likely to overbuild, I 
would like to emphasize my belief that the market itself regulates the building 
volume. There is a certain and sure test. If people do not want homes, or 
cannot afford them, they will not buy, and builders will not build. 

* * * T do not think we have a boom, in the popular idea of the term. Instead, 
it is a natural expansion of our housing to meet the needs of a fantastically increas- 
ing population, with incomes to afford modern homes. 

On the occasion of the 20th anniversary of the FHA last June, I said publicly 
that the FHA has been the greatest single boom ever conceived to benefit the 
home-buying public. I want to reiterate that statement here today with all the 
force at my command. 

* * * Those opposing the FHA and the VA have advanced the argument that 
today’s low downpayments and long mortgage terms do not provide enough 
equity, and that the credit terms encourage families to buy homes they cannot 
afford. 

What kind of reasoning is that? The buyer is not approved for the loan if he 
cannot afford the carrying charges. Approval of credit and suitability of home to 
buyer is fundamental to this type of lending. 

Any equity at all is better than a handful of rent receipts, and it has been the 
experience of my own bank where we have some $91 million, or about 19 percent 
of our total mortgage portfolio, invested in FHA-insured mortgages, that these 
home-buying families do establish equities. You would be surprised at the 
number and amounts of prepayments. 

All that these families want is the opportunity to start toward their goal of 
homeownership. The FHA and the VA afford them that opportunity. 


Exuisit 1B 
[From a release by the F. W. Dodge Corp., New York, March 9, 1955] 


‘‘The demand for new single-family homes will remain strong despite the current 
low level of new household formation,’ it was asserted today by Dr. George Cline 
Smith, economist for F. W. Dodge Corp. 

* * * Dr, Smith told the bankers that he ‘‘would expect some tapering off in the 
rate of housing starts and housing contract awards later this vear.’’ But he 
added that this tapering off would not be disastrous, because the demand for 
housing in this country will remain strong. 

Citing four factors which he said would strengthen the demand for new homes 
even though new household formation is temporarily at a low ebb, Dr. Smith 
said he would expect housing demand to be sustained at well over a million new 
nonfarm units a year, so long as the general economy of the Nation remains 
prosperous. 

Dr. Smith said that availability of financing was an important permissive factor 
which made possible today’s high levels; but back of this, he noted the following 
four factors which sparked the demand for single-family owner-occupied homes: 

1. The fact that it is frequently cheaper to own than to rent, especially when 
income tax deductibility of interest on mortgages and property taxes is taken into 
account. 

2. The rapid increase in the aged population, which has the highest percentage 
of homeownership. 

3. Record numbers of children being born, resulting in more families with 
children, and larger numbers of children per family. 

4. The shorter workweek and the growth of leisure time, making a house and 
yard more attractive to many. 

Dr. Smith told the audience that he saw no signs of a speculative boom in 
construction similar to that of the 1920’s. 
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Exuisit 1C 


{From the March 1955 issue of Construction Markets, published by construction and civic development 
department, chamber of commerce of the United States, Washington, D. C.] 


“Don’t Be AFRAID OF PROSPERITY” 


The strong way in which the year has begun shows that construction demand 
after weathering a recession in general business has lost none of its vitality. On 
the whole the prospect is for even a better year than had been forecast. That 
this should be taken as a cause for alarm rather than for pleasure and confidence 
can be interpreted only as a lack of faith in our system to provide its own adjust- 
ments against excesses. This bulletin has attempted to show that such self- 
adjusting forces are present and appear to be already at work. 

The other fears that the housing market may already be nearing saturation 
and that mortgage debt may have become topheavy also seem much exaggerated. 
Certainly no striking evidence of saturation has yet appeared. Although for 
several years we have been building houses in larger numbers than We have been 
adding households such evidence as we have does not point to any disturbing 
increase in vacancies. Apparently large amounts of housing is being destroyed 
by changes in urban streets and freeways while thousands of makeshift conver- 
sions are being withdrawn from the market as prosperity permits families to 
upgrade their living standards. 

Personal debt particularly home-mortgage debt while at an alltime high is 
much lower in relation to either national or personal income than it averaged 
in the 1920’s and 1930's. According to a recent analysis of the Chase National 
Bank low-income families are not heavily burdened with debt while the debt of 
middle-income families is well within their ability to pay. Mortgage delinquencies 
are gratifyingly low and show no tendency to rise. 

The present situation calls for congratulations rather than apprehension. In 
words attributed to Federal Reserve Chairman William McC. Martin in an inter- 
view with U. 8. News World Report, ‘‘Don’t be afraid of prosperity.” 


EXHIBIT 2 
NATIONAL ASSOCIATION OF Home BuILDERS OF THE UNITED StTaTEs 
WASHINGTON 6, D. C. 
1955 Poxiicy STATEMENT 


The home-building industry once more has demonstrated its vigor by producing 
1,215,600 homes in 1954. We are moving into 1955 at a rate which will attain 
our goal, expressed last year, of an annual average of 1,400 000 homes. Stabiliza- 
tion of the home-building industry at that level as a minimum should provide 
homes for America’s needs and, by its direct and indirect economic effect con- 
tribute to continued expansion of the American economy. To promote the general 
welfare of the American people, a high volume of home building, and consequently 
a high level of prosperity, can and must be maintained, but credit excesses and 
inflationary practices must be avoided. 

The National Association of Home Builders, proudly notes the recognition now 
accorded our industry as a preeminent force for both social good and economic 
progress. Economists agree that the housing industry is the greatest stimulating 
and stabilizing factor in our national economy. 

Despite the vast improvement in American housing standards since the war, 
much remains to be done. More than two-thirds of our homes were built 25 or 
more years ago according to the 1950 census. Much of our housing supply is 
outdated under today’s standards. We must prevent its deterioration. 

Moreover, we are faced with the tremendous task of eliminating American 
slums. We welcome in that effort the cooperation of other business and civic 
groups now gathered together in the recently organized American Council to 
Improve Our Neighborhoods. The fight initiated by the department of housing 
renewal of this association to prevent and cure urban blight can now be broadened 
and intensified. 

With these objectives in mind, we hereby declare our policy for 1955 to be as 
follows: 
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I. MORTGAGE FINANCE 


If a high volume of individual savings be a mark of a healthy competitive 
economy, then it is equally true that a high volume of sound investment (such as 
is provided in residential mortgage credit) is a necessity. Home building provides 
a productive investment outlet for approximately 25 percent of our annual gross 
domestic private investment. The widespread improvement in mortgage prac- 
tices represented by today’s mortgage terms reinforces the safety of the mortgage 
debt. Contrary to popular impression, the 1950 census revealed that today’s 
homeowners owo relatively large’ equities in their properties. Ao additional 
safety factor stems from the fact that the portion of mortgage debt covering 1 to 
4-family homes is distributed among more borrowers than at any time in history. 
Total private mortgage debt in relation to net disposable income (and allowing for 
difference in the value of the dollar) is at an easily supportable figure. The fore- 
closure rate is now less than one-third that of 1940 and reported delinquencies on 
monthly payments are encouragingly low. 

The overall mortgage debt and present mortgage terms are sound. But lenders 
and builders must be alert to avoid credit excesses or inflationary practices. 

The comparative adequacy of the current supply of mortgage credit, in sharp 
contrast to the uneven flow of mortgage money in 1953, obscures the fact that loans 
for some types of housing and in some areas are available, if at all, only at sizable 
discounts. Residential mortgage credit must be made available to all qualified 
American families, regardless of race, color, or creed, and in the smaller and more 
remote areas, as well as in the large centers of capital. We support the national 
voluntary home mortgage credit program to stimulate private lending in smaller 
and more remote areas and for minority groups. 

However, we do not believe that this effort will eliminate entirely the ultimate 
necessity for a central mortgage reserve facility operating on private financing but 
impartially supervised by Government. Such a facility is as necessary to the 
mortgage market as are the Federal Reserve System and the Federal Reserve 
Open Market Committee in the stabilization of commercial credit. The recent 
reorganization of Federal National Mortgage Association recognizes that necessity, 
but there must be further revision if FN MA is to function effectively. 

The FHA for 20 years, and the VA Loan Guaranty Service for half that time, 
have been the instruments through which a sound pattern has been set for the 
entire mortgage market and the benefits of home ownership brought to millions of 
American families. The FHA, moreover, has been entirely self-supporting, 
having accumulated a reserve of $360 million from insurance premiums, after 
payment of all operating expenses and losses. Both FHA and V 4 were soundly 
conceived and for years, for the most part, have been efficiently operated as 
businesslike institutions. That concept must be maintained. It is vitally impor- 
tant that these agencies be recognized as parts of our country’s banking and credit 
machinery and that employment in them be regarded as a nonpartisan career 
service. Demoralization of FHA would be a major economic tragedy for pro- 
spective home purchasers, for the home-building industry, and for the economy. 

In too many areas the time required to process an application through the 
FHA and VA is denying to home buyers the benefits of the Housing Act of 1954. 
To help bring these agencies to their necessary efficient operating condition, we 
recommend (a) wider use by FHA of its temporary fee appraiser system, (b) more 
realistic rates to assist in obtaining the services of qualified per diem appraisers, 
(c) establishment of a trainee program to attract competent young men into 
appraisal and cost estimation, and (d) legislation to permit FHA to use an appro- 
priate part of its income (no part of which is Government funds but comes from 
insurance premiums paid by borrowers) flexibly in accordance with its needs. 


Il. PRODUCTION VOLUME 


The expanding American economy and the ever-rising American standard of 
living require a continued high volume of home production. We believe that the 
present level of new home building can be maintained indefinitely but we recognize 
that, if this is to be accomplished on a sound basis, builders must keep their prices 
from rising and that material suppliers and labor must hold the line on costs. 


Ill. LABOR 


We oppose (a) proposals to deprive construction workers of the protection now 
afforded them by the Taft-Hartley Act, and (b) any amendment of that act which 
would result in destroying the prerogative of States to enact laws preserving right 
to work. 
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We strongly support efforts to increase apprenticeship training programs in the 
thome building industry. 
1V. HOUSING FOR MINORITIES 


As part of our acknowledged responsibility, to provide homes for all Americans, 
we propose to expand production of homes available to minorities. The standards 
of design and construction of such homes and the purehase terms at which they 
are offered should be the same as available to any American of the same income 
status. 

Long-standing social attitudes complicate this problem far beyond the mere 
question of financing and producing homes. 

It is necessary that an adequate supply of mortgage financing be provided. We 
are determined to place the full resources of the home-building industry behind 
the effort to raise the standard of housing conditions for citizens of minority 
groups. 

V. REHABILITATION AND REDEVELOPMENT 


We hail the formation of the American Council To Improve Our Neighborhoods 
as a new force to bring home to the American people the importance of urban 
renewal and redevelopment. ACTION deserves and has the enthusiastic support 
of the home-building industry. We have long advocated cooperation of business, 
civic and educational groups in an organized drive to halt the deterioration of 
existing houses through better enforcement of health and housing laws. We 
will continue working toward this objective in a unified effort with other groups. 

We commend the urban renewal and redevelopment sections of the Housing 
Act of 1954. They enact into law a cardinal part of President Eisenhower’s 
program and one of the main objectives of this industry for the past 10 years. 
Actual rehabilitation and redevelopment of substantial parts of the wornout 
areas of our cities will, however, depend upon practical administration and upon 
close cooperation between Federal and local government and the industry. The 
Federal agencies concerned should immediately develop sound and realistic regu- 
lations and procedures to stimulate the maximum possible activity in this field 
and should review certain unworkable provisions of the act and regulations under 
sections 220 and 221. 


VI. FACILITIES FOR AN EXPANDING AMERICA 


The pressure of increasing population—not new home building—makes in- 
evitable expansion of suburban communities. We face increasing shortages of 
land suitable for development, properly zoned and adequately served by facilities 
needed for modern living—good schools, sewer and water, roads, play areas— 
particularly for moderate-priced housing needed for so many American families. 

We recognize the need for and will support sound planning, zoning, and sub- 
division regulations. We urge on those responsible for preparing and administer- 
ing such regulations that they devise provisions related to the realities of present- 
day suburban development in order that all income levels of American families 
may be properly housed. 

This industry is keenly aware of the problems ahead, not only for builders but 
for communities and home-buying families. These are problems for all Americans 
everywhere. The builders of America pledge themselves to work in cooperation 
with all concerned—individuals, community groups and local officials—through- 
out the United States so that we may achieve for all the sound and balanced 
development which our communities must have. 


VII. PUBLIC HOUSING 


An increasing number of pubtic-housing projects are unable to obtain tenants, 
except by substantially increasing their limits on family income for eligible 
occupants. The increase in consumer incomes during the last 10 years and the 
tremendous increase in the supply of new and used homes available at low cost 
have drastically diminished, if not eliminated entirely, the problem at which 
the original public-housing program was aimed. For those who require special 
assistance, sections 220 and 221 should be amended to conform to the recom- 
mendations of the President’s Advisory Committee on Housing Policies and 
Programs, and to permit use of section 221 for special area programs to house 
low-income families. In the economic climate now prevailing, a further Federal 
public-housing program is unnecessary. 
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VIII. NATIONAL HOUSING CENTER 


In 1955 this association will open its national housing center to be devoted 
to improvement of design and techniques of construction of the American home. 
The facilities it will provide will make possible expansion of NAHB’s research 
institute in its constant search to improve America’s homes in the interests of 
the American home buyers. 





Exursit 3A 
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Exuisit 3B 


NEW CONSTRUCTION UNITS IN FHA APPLICATIONS 
& VA APPRAISAL REQUESTS 


VA APPRAISAL 
REQUESTS —» 


FHA 
APPLICATIONS 


Exursit 4 


NATIONAL AssocraTION OF Home BUILDERS 
OF THE UNITED STATES, 
Washington, D. C., April 5, 1956. 
Mr. Apert M. Co se, 
Administrator, Housing and Home Finance Agency, 
Washington, D. C. 

Dear Mr. Coie: You have requested the views of the National Association of 
Home Builders as to the basic structure of the Federal Housing Administration 
and have asked us to cover a list of questions entitled “‘Major Questions on FHA 
Mutualization Proposals.”” We are glad to have this opportunity. 
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The FHA concept has proven an outstanding success for more than 20 years, 
and we believe its basic pattern should not be amended in the absence of positive 
proof that any such amendment will be in the public interest. FHA operates 
entirely on private funds in its present framework at no direct cost to the Federal 
Government, and with only a remote contingent liability. 

Your early deadline and, to some extent, the nature of your questionnaire make 
it difficult in the time permitted to discuss the questions in the form outlined. 
We are, therefore, setting out our position in a manner which we believe covers 
the points raised by your questions and by the discussions at your meeting on 
March 23. At the same time, we have had in mind the Hoover Commission report 
on lending agencies; certain proposals which we understand have been, or are 
being, submitted to you by other industry groups, and the current public discus- 
sions on housing in the trade press and other media. 

In summary, the position of the National Association of Home Builders is as 
follows: 

I. Control of the policies and management of FHA must remain with the Federal 
Government. FHA’s vitally necessary function could not possibly be performed 
by a private organization. 

II. The FHA should remain within the broad framework of the Housing and 
Home Finance Agency. Suggestions for replacing the present office of the FHA 
Commissioner with a bipartisan five-man board may have merit and should be 
explored. Other FHA personnel should be under a protected career service. 

III. We believe the reserves of the FHA are adequate in light of the value of 
the real estate insured, and its soundly conceived debenture system of payment. 

IV. Full Federal guaranty of FHA debentures is necessary, desirable and in the 
public interest. 

V. We see no present need for revision of the FHA insurance plan, nor do we 
see any substantive merit in the proposals for coinsurance, insurance by FHA 
of the top portion of the loan and similar so-called share-the-risk schemes. 

VI. We see no reason to change our position on the terms of the Housing Act 
of 1954, and strongly urge their continuance. 

In the following pages, these points are examined in more detail. 

In our review of the current problems, we have been guided by the principles 
expressed by this association to you, as Chairman of the President’s Advisory 
Committee on Government Housing Policies and Programs, in recommendations 
submitted on September 29, 1953. The excerpts quoted below from those recom- 
mendations still express our fundamental views: 

‘“* * * by and large, the remarkable development of home building during the 
past 15 years into a modern, mass-production industry would not have been possi- 
ble except for the improvement and expansion of residential mortgage credit 
facilities based on Federal legislation * * *. 

“The National Association of Home Builders is firmly opposed to change for 
change’s sake. Any revisions in governmental policy, or in the structure and 
functions of the Government agencies concerned must be examined carefully in 
the light of the complex home-building industry and the housing needs of the 
public. We are deeply disturbed by certain approaches which seemingly would 
risk canceling out much of the attainments in housing of the past 20 years and 
would return the industry to its status of the 1920’s. There are evidences of a 
trend toward the type of financing which led to disaster 20 years ago and which 
first caused the Federal Government to concern itself in this area. Our first 
recommendation, therefore, is that great care be taken to avoid crippling those 
governmental functions which are vitally necessary to the continued production 
by this industry of homes in all price classes required by the market and in the 
volume needed to sustain prosperity. 

“Tt is only through production at a high level with emphasis on homes at a 
modest price that the needs of our customers can be met; that the home-building 
industry can continue healthy; that mortgage lenders can continue to function 
safely and profitably; and, in fact, only in that way, in the last analysis, that the 
entire American economy can be maintained. * * * 

‘‘Unquestionably, the most important factor during the past 20 years in the 
development of the home-building industry into a modern, mass production in- 
dustry has been the FHA system of mortgage insurance. As originally conceived, 
this represented almost an ideal form of cooperation between Government and 
business, opening new horizons for the industry which it could not conceivably 
have reached by itself. FHA is simply an insurance fund so affected with the 
public interest as to require governmental control. By pooling mortgage risks, 
on a scale beyond attainment by a private lender or group of lenders, it affords 
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a thoroughly sound method of providing consumer financing at low downpay- 
ments, and low monthly charges without which the average man, although a 
sound credit risk, would have difficulty in acquiring a home. 

“There has been considerable loose talk to the effect that FHA should be 
‘privately owned.’ FHA, of course, is privately financed since it operates on 
moneys derived from fees for its services and its insurance is increasingly backed 
by a reserve fund set aside out of its income. Actually, the only Government 
funds involved are the comparatively small amounts originally appropriated 
to FHA to start its several insuring funds which FHA, under legislation enacted 
a few months ago, is rapidly repaying. It is understood that at the end of the 
current fiscal year these amounts will have been entirely repaid and FHA will 
then be, in fact, ‘privately owned.’! We think it clear that an institution such 
as FHA could never be privately owned in the sense that it could be privately 
operated without Government control and supervision and Government appoint- 
ment of its head. 

“Upon completion of repayment of Federal funds, the Government’s financial 
commitment, insofar as FHA is concerned, will be reduced to the contingent 
obligation on its guaranty of debentures issued by FHA in return for defaulted 
roe At that time, FHA will be in exactly comparable position with the 

ome Loan Bank System (which has the right to resort to the Federal Treasury 
to the extent of $1 billion to sell its debentures) in the sense that both agencies 
will then depend on governmental support to assure their ultimate financial 
soundness, but only ultimately and conditionally. We believe that this indirect 
method is a proper and a fitting way for the Federal Government to perform its 
function of assuring the soundness of the Nation’s mortgage creditsystems. * * *” 


I. SHOULD FHA BE REPLACED BY A PRIVATELY CONTROLLED ORGANIZATION? 


We believe the answer clearly is ‘““No.”’ 
The indicia of private ownership are: (1) the use of private funds rather than 
Government appropriations, and (2) management. and control. 


1. Use of private funds 
FHA is already purely a privately financed institution. We are puzzled by the 


consideration being given to the elimination of publicly appropriated funds from 
the FHA operation. For more than a decade FHA has been entirely self- 
supporting. 

FHA’s income from fees and insurance premiums provides its operating funds, 
pays current losses, and has accumulated steadily mounting reserve funds (now 
close to $400 million). In 1954, it completed repayment of all the funds origi- 
nally advanced by the Federal Government to enable FHA to commence busi- 
ness, totaling $65 million plus $20 million interest. In addition (out of current 
funds) it has called for retirement of a substantial portion of its own outstanding 
debentures issued in payment of its insurance obligations. 

FHA does not require cash to meet its obligations which are payable in long- 
term debentures. The Federal Government is not called upon to provide it 
with funds. The Federal credit is involved in its operation only in the fact that 
its debentures are ultimately federally guaranteed when issued. Resort would 
be had to the Federal Treasury only if (a) the defaulted properties themselves do 
not provide sufficient funds to pay off on maturity the debentures issued against 
them, and (b) FHA’s reserve funds are not sufficient to meet any such debenture 
obligations. This is more fully discussed under II below. 
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2. Management and control 


Since we are firmly convinced that a mortgage-insurance operation is essential 
to the soundness of the residential mortgage credit structure, and since mortgage 
credit is of such obviously fundamental importance to the national economy, we 
are convinced that ultimate control of the policies and management of FHA 
must be in the Federal Government (your question I-a). 

The mortgage credit problems of the past several years (including financing 
homes under war conditions and during the acute postwar shortage, providing 
financing during the cold war, and the present problems presented by high-volume 
production sharply illustrate the complete impossibility of permitting such a 
basic credit activity to be carried on by a purely private institution. The latter 
must necessarily establish its policies in such fashion as to produce the greatest 
possible gain for its owners rather than concern itself first with the national 
interest (your question III—b). 
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1 This has since been accomplished. 
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Moreover, since we believe that there must be eventual resort to the Federal 
Government to backstop the FHA debentures, it necessarily follows that the 
Federal Government must control FHA (your question I and I-a). Detailed 
answers to your questions I—b (1 and 2) are, therefore, unnecessarv, 


II. FHA’S STRUCTURE AND ORGANIZATION 


While we do not believe it in the public interest to relinquish Federal control, 
we do agree that it is essential that the agency be treated as nonpolitical. There 
may well be merit in the idea of replacing the office of FHA Commissioner with 
a representative 5-man board appointed For staggered terms of at least 5 years 
with the provision that not more than 3 members of the board at any one time 
could be from the same political party. Certainly it is worth serious study. 
Every other job in the agency, including State directors, should be a career job 
under civil service, with salaries to commensurate with their responsibilities. 

We should also like to emphasize at this time that we are opposed to fragmenta- 
tion of the Housing and Home Finance Agency. We believe that the problems 
with which FHA, Home Loan Bank, and FNMA are supposed to deal are so 
interrelated as to require affiliation of these agencies in a single grouping. As 
previously stated, we believe that mortgage credit policies and Federal fiscal 
and credit policies react upon each other to such an extent as to require a single 
eoordinated Federal housing policy expressed in Government councils by the 
head of a single agency (your question III-b). 


III. ARE FHA RESERVES SUFFICIENT? 


We believe the answer definitely is ““Yes.’’ 

In order to answer this question, the contingency against which the reserves 
are estimated must first be clearly appraised. The FHA reserve fund is not 
designed to protect against the incidence of foreclosure itself. It is, therefore, 
not comparable to reserve funds of individual lending institutions. These must, 
at all times, be prepared to pay off their depositors, even though income from 
investments has ceased and capital is temporarily frozen in foreclosed properties. 

In addition to the dollar assets in its reserve funds, FHA has a huge hidden 
reserve in (a) the value of the real estate securing loans insured by it, and (b) 
time, provided by its unique and soundly conceived debenture system, for favor- 
able liquidation of that real estate. 

It may be recalled that the FHA was established in 1934 when the default 
experience of the great depression was fresh in mind. As against the possibility 
of a similar widespread catastrophe in the future, the National Housing Act 
provided that FHA insurance would be paid—not in cash—but in debentures, 
the long-term maturity of which (as of today, 20 years from the date of the 
insurance of the mortgage) is designed to afford ample opportunity for the mar- 
ket to recover and thereby to enable FHA to liquidate the defaulted properties 
under favorable conditions. 

The contingent liability of the Federal Government upon its guarantee of 
FHA debentures arises only in the event that (a) the proceeds of the disposition 
of the real estate; (b) FHA’s income; and (c) FHA reserve funds all prove insuffi- 
cient to pay interest or to meet payment of the principal of maturing debentures. 

The extent of the Government’s contingent liability has been rather loosely 
stated to be the entire amount of outstanding FHA insurance at any particular 
time. However, the Treasury could not conceivably be called upon to pay 
more than a small fraction of its total. In this sense, the contingent liability of 
FHA and the exposure of the Treasury is very much akin to the contingent 
liability assumed under the Federal Deposit Insurance plan which, expressed in 
terms of total deposits insured, was $106 billion (as of December 31, 1953). 
Surely it would not be seriously maintained that FDIC would ever be called 
upon to pay the entire amount of insured deposits. It seems to us that better 
public (and perhaps even congressional) understanding of this point should be 
developed. 

The experience of the Home Owners Loan Corporation has amply proven the 
soundness of the theory of affording time for liquidation. HOLC took over what 
were the worst loans at the depth of the greatest depression we have ever known 
and, by holding the properties until conditions improved, gradually liquidated 
them at a substantial profit. 

Except for HOLC experience in liquidating defaulted properties, there is nothing 
comparable to draw upon as the basis for an actuarial determination of FHA 
reserve policy. Certainly, in previous periods of mass mortgage defaults, there 
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was nothing like the cushion provided by the FHA debenture system which 
would make possible a deferment for a considerable period of time of payment 
on the defaulted mortgage. Under these circumstances, taking into account all 
the safeguards of the reserve and debenture system, it appears that actuarial 
determination of the proper level of FHA reserves (and consequently of the 
amount of premium to be charged) is a difficult, if not impossible task. 

There is absolutely no proof, insofar as we can determine, to support the 
assertion that FHA reserves are insufficient and that therefore the FHA insur- 
ance premium should be increased. We frankly question whether this sugges- 
tion, coming from sources which have resisted the FHA program since its incep- 
tion, is based on a proper concern for the soundness of the FHA operation or 
rather springs from a desire to minimize—and if possible destroy—by attaching 
conditions which could make its use unnecessarily expensive to the home buyer. 

We are further confirmed in this view since some of the principal sources of 
the suggestion of a higher insurance premium are, at the same time, strong 
advocates of Veterans’ Administration guaranteed loans for which no premium 
at all is charged and which are payable in cash directly out of the Federal Treas- 
ury upon default, without benefit of the FHA deferred debenture payment plan. 

erhaps some comparison can also be made to the insurance provided by the 
Federal Deposit Insurance Corporation and the Federal Savings and Loan 
Insurance Corporation. Payments out of the reserve funds of these agencies are 
offset by realization on the assets of the insured institutions. Compared to FHA 
reserves of 2 percent, the reserve funds of FDIC are only 1.39 percent of its 
obligations aid those of FSLIC only 0.68 percent. 

It should be noted that FHA has met its losses to date out of income. To 
seriously impair its reserves would involve a mortgage collapse far more extensive 
than anything we have ever experienced. Such an eventuality would have such 
far-reaching consequences to our entire economic structure as to dwarf into 
insignificance any question of adequacy of FHA reserves. 


IV. FULL FEDERAL GUARANTY OF FHA DEBENTURES IS NECESSARY 


The requirement of Federal guaranty of FHA debenture is unquestionably 
necessary to render FHA’s entire operation effective. This contingent guaranty 
is required by lenders for the same reason that the Home Loan Bank is back- 
stopped by the right to resort to the Treasury to the extent of $1 billion. Both 
are guaranties of the ultimate soundness of the system. On this point, note 
Senator Capehart’s remarks (Congressional Record, March 18, 1955, p. 2660) in 
his explanatory statement on S. 1501: 

“In order to interest private capital, it appears essential that either the full 
faith and credit of the United States or a guaranty of the United States be behind 
all debentures issued by the Commissioner in payment to the mortgagee in the 
event of default. 

“T have been informed that this matter has been explored fully and thoroughly 
with the big insurance companies and others on several occasions and that they 
insist on one or the other requirement.” 

In any major economic crisis, the Government (whether or not its liability had 
been previously expressed) would obviously feel called upon to bear eventual 
responsibility for the soundness of its financial system. In 1929 and the years 
following, the Federal Government, without any previous obligation to underwrite 
home mortgages, or insure bank deposits, nevertheless, accepted those responsi- 
bilities as necessary in the public interest. 


V. SHALL THE INSURANCE PLAN BE REVISED? 


We think the answer is clearly ‘‘No.”’ 

Although your questions do not touch on this point we have seen proposals 
which suggest modification of FHA’s proven insurance formula. These are 
rather plausibly advanced under the argument that ‘‘the lender should share the 
risk.”” None we have seen or heard about would permit FHA to perform its 
function satisfactorily. 

Further, we are convinced that anything other than the present pattern of 
FHA insurance of the loan would require a cash payment on default—and require 
abandonment of the debenture system which, as stated above, is the foundation 
of FHA’s financial soundness. 

We are vigorously opposed to any attempt to modify the FHA insurance 
system unless and until it clearly and affirmatively appears that such modification 
would improve, rather than impair or destroy FHA’s effectiveness. The present 
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FHA system of insurance is, in our opinion, far superior to a system which would 
either guarantee the top portion of a loan or insure a portion of a lender’s portfolio. 

FHA has proven over 20 years that its formula constitutes a happy merger of 
private enterprise and Government cooperation. Its catalytic action has been 
the predominant factor in developing, to the benefit of the American home buyer, 
the greatest and most efficient private enterprise, home-building industry, the 
world has ever seen. 

The experience of other countries confirms our view. The FHA insurance 
system has been the envy of the civilized world. Representatives of numerous 
countries have come to the United States to study it. Canada, after some years’ 
unsatisfactory experience with a system of governmental participation in the 
upper portion of each loan, about a year ago amended its act to provide a Canadian 
equivalent of FHA. We do not think this country should lightly discard its 
proven pattern to seek schemes that have been discarded elsewhere. 


VI. ARE FHA MORTGAGE TERMS TOO FAVORABLE? 


We think the answer is decidedly “No.” 

We have heard considerable discussion of alleged excessive credit terms. 

We are perhaps more interested than any other group in maintaining a stable 
sales market and stable mortgage conditions. Our members would be most 
seriously affected by the aftermath, if there were overbuilding and credit abuses. 

We see no reason at this time to alter our views in favor of low downpayment, 
low monthly charge loans, as fully set forth in our testimony in support of the 
Housing Act of 1954. Our position on this subject, we believe, is well known 
to you. 

We believe that present housing production is sound. The recent Federal 
Reserve survey of consumer intentions strongly supports this view. As you 
know, it shows that a higher proportion of consumers than ever before intend to 
buy houses in 1955 and that housing demand should continue at least well into 
1956, which was as far as the study went. 

Mortgage credit, particularly for low downpayment loans, is not presently 
as readily forthcoming as is generally believed. The natural forces of supply and 
demand are already acting to curtail mortgage credit and to increase downpayment 
requirements. We believe the action of the market itself is already correcting 
any tendency toward excess credit. We are confident that private lenders can 
be relied on to take necessary corrective steps without legislative action. 

As set forth in our testimony before the House and Senate Banking and Cur- 
rency Committees during consideration of the Housing Act ot 1954, we feel 
that there is available in FHA adequate machinery to avoid over stimulation of 
the market. It can (and, in fact, sound underwriting requires that it must) 
diminish the number of commitments which it will issue in any local market 
area or for any types of housing which its local offices consider approaching 
saturation. This type of selective action is normally taken by private lending 
institutions and is, in our view, the appropriate way to avoid any overbuilding. 
It is far preferable to centralized action to reduce mortgage terms. 

We do not believe that the soundness of a loan is automatically measured by 
the amount of the downpayment or that a slightly higher downpayment protects 
the buyer against the hazards of the future. The amount of cash which a buyer 
must provide at closing is, of course, not limited to the downpayment itself, but 
in the typical case includes from $250 to $500 in closing costs and prepaid expenses. 
As you know, majority opinion in the NAHB favors requiring that such closing 
costs not be included in the loan. 

An analysis of current mortgage financing would reveal, we are certain, that 
today’s high housing volume reflects primarily the availability of mortgage money, 
particularly for veterans’ financing in the last half of 1954 rather than the Housing 
Act of 1954. It was the pressure of investment funds seeking productive outlets 
in a period of business recession, not Federal legislation, which made possible the 
high flow of funds into 1954’s mortgage market. 


MISCELLANEOUS QUESTIONS ON YOUR LIST 


We know of no other alternative to special purpose programs (such as sec. 220, 
military and defense housing) if these types of need are to be met by the private 
enterprise system. 

With respect to the legal questions raised in your list, we believe that substan- 
tial change in the FHA would cast doubt upon the ability of lending institutions 
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to buy mortgages insured by the revised organization unless and until State 
enabling acts were substantially revised. Such process normally takes a minimum 
of 2 years, during which time housing production necessarily would suffer. 


CONCLUSION 


As you have gathered from the foregoing, we are concerned lest mortgage 
financing be returned to the system of high interest rate, low percentage loans 
prevailing prior to 1934—a system with weaknesses which were vividly demon- 
strated 25 years ago. The proposals we have read tend in that direction. 

Respectfully, 
Nationat AssociaTION oF Home BuILDERs. 
By Earu W. Samira, President. 


P. S.—We are enclosing for your information some materials we have recently 
prepared on the current home-building and mortgage situation. 


The CuarrmMan. Thank you very much. I believe we have Mr. 
J. C. Williamson, National Association of Real Estate Boards. 

Mr. Payne. I am Albert Payne, Mr. Williamson’s assistant. He 
had to leave, and we would like to file a statement with the committee. 

The CHarrMan. Fine. That will be done, sir. 

(The statement is as follows:) 


STATEMENT OF JOHN C. WILLIAMSON, SECRETARY-COUNSEL, REALTORS’ WasH- 
INGTON COMMITTEE, NATIONAL AssocIATION OF REAL Estate Boarps 


Mr. Chairman and members of the subcommittee, I am John C. Williamson, 
secretary-counsel of the realtors’ Washington committee, National Association of 
Real Estate Boards. Our association consists of approximately 55,000 realtors 
who are members of more than 1,100 real-estate boards located in all 48 States 
and the Territories. 

My purpose here today is to convey to the subcommittee the views of our na- 
tional association with respect to recommendations made by the Hoover Com- 
mission in regard to the Federal Housing Administration in its March 1955 report 
on lending agencies. I shall discuss the recommendations in the order in which 
they appear in the report. 


FEDERAL HOUSING ADMINISTRATION 


Recommendation No. 5 
That studies be made of the prospective foreclosure and loss experience of 
all phases of the Government’s housing programs. 

The report states that as of June 30, 1954, there were $17,921,863,000 of 
mortgages insured by the Federal Housing Administration supported by reserves 
and surplus of $338,826,000, or a reserve ot about 2 percent, which compares with 
a reserve generally carried by private savings banks on outstanding home loans 
of 6 percent. While we believe that the reserves are adequate because of the 
value of the real estate and the soundly conceived debenture system, we do feel 
that an objective and independent long-range study of the prospective fore- 
closure and loss experience of the FHA programs would be desirable. This was 
also the recommendation of the President’s Advisory Committee on Housing 
Policies and Programs in December 1953, and our association recommended such 
a study as an amendment to the Housing Act of 1954, which amendment was not 
adopted. 


Recommendation No. 6 


That, with a view to assuring better appraisal and cost estimates, securing 
more substantial and continued owners’ interest in maintenance, and the 
elimination of windfalls, the whole organization of the apartment-house 
program be further tightened up and full advantage taken of the commendable 
provisions of the Housing Act of 1954. 

The FHA apartment-house program has been so ‘tightened up”’ by the Housing 
Act of 1954 that it ought to satisfy the most zealous member of the Commission 
on this point. However, we believe that it was most unfortunate that past poor 
administrative practices of the agency, coupled with an emergency need for rental 
housing in the early postwar years, resulted in harsh anti-mortgaging-out pro- 
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visions of the 1954 act to the extent that the rental-housing program has suffered 
immeasurably. While our national association has stongly urged the expansion 
of home ownership, we nevertheless feel that in the large urban centers there is 
definite need for more low and medium rental multifamily projects. To the 
extent that this FHA program has suffered a marked diminution of its potential 
contribution to the supply of rental housing because of the 1954 Housing Act, the 
pressures on public housing in these areas have increased. We are advised that 
the Senate Housing Subcommittee under Chairman Joha Sparkman will extend 
its investigation into this area during the coming months and we hope that the 
result will be appropriate recommendation for the amelioration of these harsh 
anti-mortgaging-out provisions which were placed in the Housing Act of 1954 and 
concerning which the Hoover Commission urges still further tightening up, 


whatever that may mean, short of repeal of the multifamily provisions of the 


National Housing Act. 


Recommendation No. 7 
(a) That the President be given the authority to increase equities required 
on new mortgages insured by the Federal Housing Administration. 

Such a recommendation would involve the Congress giving the President the 
authority to impose credit controls on housing which would effect only a small 
segment of the home-buying market, i. e. those lower-income persons who would 
be unable to acquire a home were it not for the FHA mortgage-insurance system. 
Such controls would then be doubly selective and be directed at that part of the 
market which could least withstand it. 

The Hoover Commission report (p. 29) states in support of this reeommenda- 
tion that the alleged difficulties, both existing and potential, of the FHA stem 
from its expansion of credit beyond the limits of “real need.”” However, we be- 
lieve that the FHA possesses adequate machinery to prevent overstimulation of 
the market and to our knowledge is effectively exercising this authority. Its 
sound underwriting principles operate to diminish commitments in any market 
area which approaches the limits of “either real need or prudent investment’”’ 
(p. 29). 

We urge that the Congress reserve to itself the authority to fix ratios of loan to 
value and maturities in the pertinent housing statutes. 

(b) More extensive use be made of the principle of sharing the risk on in- 
sured loans with the Government by the institution making such loans. 

It is difficult to comment on this recommendation because its meaning is so 
obscure. However, it is sufficiently clear to indicate a desire on the part of the 
Commission to bring about some radical change in the present basic structure of 
the FHA mortage-insurance system. Most of these inevitably involve a departure 
from the debenture system which we believe is the heart of the FHA system and 
the key to its success during the past 20 years and its promise for the future. 

We strongly oppose any substantial change in the system until it is clear and 
unmistakable that such change would improve, rather than destroy or seriously 
impair FHA’s present effectiveness. Since 1934 when FHA was established and 
1944 when the VA home-loan program was initiated, homeownership has increased 
from 10 million urban families to 23 million urban families, making us a nation of 
56-percent homeowners. The FHA formula constitutes an effective merger of 
private enterprise and Government cooperation and ought not to be changed on 
the basis of vague fears that the aggregate of outstanding Government-guaranteed 
debentures represents a threat to the financial solvency of the country. 


Recommendation No. 8 


That the Federal Housing Administration be reorganized in such a manner 
that it will provide its own financing without having to call on the Govern- 
ment for funds, subject however to Federal regulation. The home-loan banks 
and the Federal Savings and Loan Insurance Corporation are examples which 
might be followed. 

We interpret this recommendation to mean that the FHA’s capital structure be 
revised so as to bring about mortgagor or mortgagee participation in the capital- 
ization, issuance of non-Government-guaranteed debentures to the public at a 
certain ratio to FHA’s capital, reserves, and surplus, and that the amount of out- 
standing debentures be the limit of F HA’s contingent insurance liability. Thus, 
in the words of the Task Force on Lending Agencies, ‘the Government would 
ultimately be freed of any liability, direct or contingent.” 

The objettions we noted under recommendation 7 (b) are equally applicable 
here. Such changes would cancel out more than 20 years of sound evolutionary 
progress in the homebuilding industry, progress which has made us a nation of 


SANG Ua Fok i es ae AN Le 


ae Pe tie 








COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 343 


predominantly homeowners. The recommendation denies to the FHA mortgage 
insurance system its vital link with the public interest. FHA’s conversion to a 
private corporation along the lines suggested even with limited Government super- 
vision would inevitably result in a resurgence of conventionally typed financing 
with higher interest rates and larger downpayments. Without the Government- 
guaranteed debenture and the close merger of Government and business evident 
in FHA today there could not be the vast pooling of mortgage risks which enable 
homes to be financed under terms which meet the pocketbook of the millions of 
families of average and below-average incomes. In this connection the subeom- 
mittee shold note that FHA is already in effect ‘“‘privately owned” since it meets 
its operating expenses from fees for its services, and its insurance programs are 
backed by an insurance fund set up out of its income and premiums paid to it. 
The $65 million which the Government advanced to FHA to permit it to commence 
business has now been fully repaid along with approximately $20 million in interest. 


The CHarrMan. Raymond C. Magrath. 
Will you have a seat, sir? 
Will you have a seat, and identify yourself for the record? 


STATEMENT OF RAYMOND C. MAGRATH, COMPTROLLER, 
TUFTS UNIVERSITY 


Mr. MacGrartu. Mr. Chairman, I am Raymond C. Magrath, comp- 
troller of Tufts University. J am appearing on behalf of the American 
Council on Education to present the views of the council’s com- 
mittee on relationships of higher education to the Federal Government. 

Membership of the council comprises 142 educational organizations 
and 954 educational institutions, including nearly all the accredited 
colleges and universities in the United States. Members of the 
committee on relationships are listed in an attachment to this state- 
ment, which I would request permission, Mr. Chairman, to have in- 
cluded in the testimony without reading the list of names. 

The Cuatrman. That will be done. 

(The list is as follows: ) 


CoMMITTEE ON RELATIONSHIPS OF HIGHER EDUCATION TO THE FEDERAL 
GOVERNMENT, AMERICAN CoUNCIL ON EDUCATION 


J. L. Morrill, chairman, president, University of Minnesota, Minneapolis, Minn. 

Hurst R. Anderson, president, the American University, Washington, D. C 

Conrad Bergendoff, president, Augustana College, Rock Island, Ill. 

Leonard Carmichael, Secretary, Smithsonian Institution, Washington, D. C. 

Carter Davidson, president, Union College, Schnectady, N. Y. 

T. Keith Glennan, president, Case Institute of Technology, Cleveland, Ohio 

Henry T. Heald, chancellor, New York University, New York, N. Y 

Althea K. Hottel, dean of women, University of Pennsylvania, Philade ‘Iphia, Pa. 

Deane W. Malott, president, Cornell Unive rsity, Ithaea, N. Y 

Robert F, Poole, president, Clemson College, Clemson, 8. C. 

Edward B. Rooney, S. J., executive director, Jesuit Educational Association, 
New York, N. Y. 

R. F. Thomason, dean of admissions and records, University of Tennessee, Knox- 
ville, Tenn. 

W. Fred Totten, president, Flint Junior College, Flint, Mich. 

Raymond Walters, president, University of Cincinnati, Cincinnati, Ohio 

Roscoe L. West, president, State Teachers College, Trenton, N. J. 

Arthur 8S. Adams, ex officio, president, American Council on Education 

Raymond F. Howes, secretary, staff associate, American Council on Education 


CONSULTANTS 


Jesse P. Bogue, executive secretary, American Association of Junior Colleges, 
1785 Massachusetts Avenue NW. , Washington, D 

Helen D. Bragdon, general director, American Association of University Women, 
1634 I Street NW., Washington, D. C 
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Theodore A. Distler, executive director, Association of American Colleges, 726 
Jackson Place NW., Washington, D. C. 

Robert P. Fischelis, secretary, American Pharmaceutical Association, 2215 Consti- 
tution Avenue NW., Washington 7, D. C. 

Evron M. Kirkpatrick, executive director, American Political Science Association, 
1785 Massachusetts Avenue NW. , Washington 6, D. C. 

Ralph F. Fuchs, general secretary, American Association of University Professors, 
1785 Massachusetts Avenue NW., Washington 6, D. C. 

Frederick G. Hochwalt (Rt. Rev. ‘Msgr.), secretary-general, National Catholic 
Educational Association, 1785 Massachusetts Avenue NW., Washington 6, D. C. 

Harry H. Lunn, Jr., president, United States National Student Association, 
1234 Gimbel Building, Philadelphia 7, Pa. 

James McCaskill, director, division of legislative and Federal relations, National 
Education Association, 1201 16th Street NW., Washington 6, D. C. 

Charles P. McCurdy, Jr., executive secretary, the State Universities Association, 
1785 Massachusetts Avenue NW. , Washington 6, D. C. 

Hubert C. Noble, general director, commission of Christian higher education, 
National Case of the Churches of Christ in the U.S. A., 297 Fourth Avenue, 
New York 10, N. Y. 

M. D. Mobley, ‘executive secretary, American Vocational Association, 1010 Ver- 
mont Avenue, Washington 5, D. C. 

G. Kerry Smith, secretary, association for higher education, National Education 
Association, 1201 16th Street NW., W ashington 6, D. C. 

Ernest T. Stewart, Jr., executive secretary, American Alumni Council, 1785 Massa- 
chusetts Avenue NW., Washington 6, D. C. 

Russell I. Thackrey, executive secretary, Association of Land-Grant Colleges and 
Universities, 1785 Massachusetts Avenue NW., Washington 6, D. C. 

M. H. Trytten, director, Office of Scientific Personnel, National Research Council, 
2101 Constitution Avenue NW., W ashington 25, D. Cc. 

J. Fletcher Wellemeyer, consultant, American Council of Learned Societies, 1219 
16th Street NW., Washington 6, 'D. C. 

Dael Wolfle, administrative secretary, American Association for Advancement of 
Science, 1025 Connecticut Avenue NW. , Washington 6, D. C, 


OBSERVERS 


Miss Margaret 8. Banister, Office of Public Information, National Organizations 

Branch, Office of the Secretary of Defense, Washington 25, D. C. 

Ernest V. Hollis, Chief of College Administration, United States Office of Educa- 
tion, Department of Health, Education, and Welfare, Washington 25, D. C. 
Col. Miles R. Palmer, USAF, Chief, Education Division, Office of Armed Forces 
Information and Education, Department of Defense, Washington 25, D. C. 

Mr. Maaratu. The observations and recommendations I shall make 
to you today also have the endorsement, by recent official actions, of 
a number of constituent members of the council, including the asso- 
ciation for higher education of the National Education Association, 
the Association of American Colleges, the Associaton of Land-Grant 
Colleges and Universities, the State Universities Association, and the 
Association of Junior Colleges. I believe it is fair to say, therefore, 
that I am speaking for higher education as a whole. 

It is our understanding, Mr. Chairman, that your committee is con- 
sidering a recommendation of the Hoover Commission that the college 
housing loan program should be terminated. The text of the report 
itself suggests that the Commission lacked adequate information con- 
cerning the objectives and operations of this program. We are grateful 
for the opportunity to present additional background, because we 
believe that a fair-minded consideration of all the facts must inevitably 
lead to the conclusion that the program has helped to meet a serious 
need and that the need will increase rather than decrease in the future. 

The Banking and Currency Committees of both Houses of Congress, 
during this session, after extensive investigations, have recommended 
that the program be liberalized and strengthened. 
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In reply to the Hoover Commission, let me say first that the 
college housing loan program, included, with bipartisan support, in 
the Housing Act of 1950, was not part of the general Federal effort to 
assist veterans of World War IJ. Temporary housing for veterans 
had been supplied, with assistance from the Federal Government in 
other legislation, before this bill was enacted. This program was 
designed, as stated at the time, to help colleges and universities 
adjust. their permanent facilities to a permanently higher enrollment. 
One of the basic purposes was to assist institutions to replace tempo- 
rary structures secured through the Lanham Act. Hence it was a 
bona fide and essential part of the Federal Government’s program to 
encourage the provision of low-cost housing. 

The objective was and is to assist in the construction of housing 
and feeding facilities that will provide accommodations at rates which 
students and faculty members can afford to pay. 

Since the need for college housing, even in 1949, was much greater 
than the amount recommended for the Federal loan program, provi- 
sion was made that no Federal loan should be made if private financing 
could be secured that would meet the need. 

The program was so planned that there would be no ultimate cost 
to the taxpayer. It was never contemplated and is not now desired 
that a Federal subsidy to higher education should be involved. 

It has been alleged that the need for loans under this program is 
decreasing. The conclusion is based on the recent volume of appli- 
cations. There is a major fallacy in assuming that the volume of 
applications under the program, as now conducted, constitutes an 
adequate measure of the need for college housing. 

Calculations based on information in the 1954 Economic Report 
of the President indicate that the current backlog of college housing 
needs amounts to nearly $2 billion. With the rising tide of student 
enrollments, which is expected to double the student population by 
1970, it is estimated that the total college housing needs within that 
period will reach $6 billion. No college or university, however, can 
contemplate the actual construction of a dormitory unless it is certain 
that when completed the rooms can be rented at a rate that will 
assure substantially full occupancy. 

That is the controlling factor in the effective demand for loans from 
any source, governmental or private. 

Hence, the rate of interest charged and the length of the period of 
amortization have a critical effect, not on the need for housing, but 
on the acceptability of loans for the purpose of providing it. 

President Hurst R. Anderson of the American University cited 

specific evidence on this point in testimony presented before the 
Senate Banking and Currency Committee on May 16 of this year. 
He based his statement on a recent survey of members of the Associa- 
tion of American Colleges. He first reported that of the colleges 
answering the inquiry of his committee, more than 90 percent ex- 
pressed approval of the program in principle. He then went on to 
say that— 
59 percent of all the colleges and universities that expressed themselves in favor 
of the program or not definitely opposed to it stated that the possibility of their 
taking advantage of the program would be affected by a reduction of the rate of 
interest. 

In a statement of its reasons for nonparticipation, a smal! privete vriversity in 
New Jersey said: ‘‘We have been prevented from proceeding with the program 
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because of our feeling that we could not amortize our obligation at the rate of 
interest charged. It would help considerably if this could be reduced to at least 
3 percent.” 

MK small but highly reputed technical institute in Indiana said that it had 
“rejected a plan to apply for a dormitory loan because of inability to liquidate 
without charging dormitory rates substantially higher than for present housing.” 
Similar reasons were given by other institutions as widely dispersed and as varied 
in character as a large private university in the State of New York, a small 
private university in Oregon, a church-related coeducational college in Tennessee, 
a small but highly successful private college in Maine, a famous eollege in 
Maryland, and a State teachers’ college in West Virginia. 

It was also stated that the present amortization period of 40 years imposes an 
unnecessarily heavy burden on colleges. 


In other words, the actual need is not now reflected in the volume 
of applications, and the reason is that the interest rate has been 
raised to a point where many institutions cannot use the loans. 

It should be noted here, in relation to another matter mentioned 
by the Hoover Commission, that if the conditions imposed under the 
college housing loan program are such that applications for loans 
fall off, the effect is not to increase the market for private investors 
offering loans on the same terms. On the contrary, the effect is to 
force the colleges to postpone any action until they can secure direct 
subsidies, either through private gifts or public appropriations. In 
other words, if the interest rate of the Federal program is so high as 
to deter the great majority of colleges from using it, and if private 
investors adopt the same rate, the entire loan market for college 
housing is curtailed. 

The fact is that private investors have been encouraged to expand 
their operations in the field of college housing since the college housing 
loan program came into existence. There are many instances where 
the HHFA has incurred the expense of helping colleges to prepare 
satisfactory loan proposals, after which private investors have agreed 
to undertake the financing. Furthermore, since most private in- 
vestors cannot or will not make loans with an amortization period of 
40 years, the HHFA has permitted them to purchase short-term 
portions of Government-approved long-term loans. It is obvious that 
the short-term loans could not have been accepted by the institutions 
involved if they had not been parts of a total 40-year arrangement. 
Hence the argument of the Hoover Commission that because of “the 
demonstrated ability of colleges to secure loans elsewhere * * * the 
program is no longer necessary,” is clearly fallacious. 

As representatives of the American Council on Education and other 
educational organizations have testified on other occasions, we do not 
believe that the college housing loan program, as now operated, is 
entirely satisfactory. But the remedy is to improve it, not to elimi- 
nate it. Passage by this Congress of the legislation approved by the 
Senate and by the Banking and Currency Committee of the House 
would remedy the defects in the program without in any way chang- 
ing the basic principles of its operation. 

Under the improved program, there will unquestionably be a 
greatly increased volume of applications and subsequently of actual 
loans. One important result, which we consider not merely desirable 
but essential, will be a further expansion of the college housing loan 
market for private investors. 

The CuarrMan. Thank you very much, Doctor. 

Any questions? 
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Mrs. Harpen. No questions. 
The CHarrnMAN. Mr. Fascell? 

Mr. Fasce.ty. No questions. 

The CHarrRMAN. Mr. Henderson? 

Mr. Henperson. Mr. Magrath, would you care to comment on 
this statement in the Hoover Commission’s report about the Presi- 
dent’s budget message, on page 4? Do you have that handy? 

Mr. Maaratu. I have an extract from the message here, I think. 

“In the past 2 years’’, is that the one? 

Mr. HENDERSON. Yes. 

Mr. Maerartu (reading): 

In the past 2 years, the agency has helped to develop a private market for long~ 
term dormitory revenue bonds formerly rarely bought by private investors. The 


increasing success in attracting private funds is a major reason for the decline in 
net expenditures from $41 million to $28 million, 


I think the essence of my testimony has been on the interest rate. 
The interest rate has been so high, institutions have either had to 
withdraw their applications if they made them, or have had to defer 
building. I think there is evidence that even the State-supported 
institutions are going to find it necessary to borrow through the 
Federal program, because some of them have exhausted the State 
possibilities through State financing up to a given point. And if we 
face the influx of students that already pretty well is predicted (the 
youngsters are already born, and will be hitting our colleges within 
the next 10-year period), I think we have got to be pretty realistic in 
facing the fact that we have got to have more college housing to meet 
the growing demand, or else, we are going to have to turn away 
students. 

The CHatrRMAN. The Government won’t lose any money under this 
program; will it? 

Mr. Macratu. The Government has not lost any money on the 
program of college housing loans. If I can give my personal opinion, 
I think that no institution with which I have ever had contact would 
ever allow, if there is any possibility, any possible way out of it, a 
Government loan to be lost to the Government. 

Mr. Henperson. Do you know, Mr. Magrath, whether or not any 
staff personnel of the Hoover Commission or of its task force ever 
consulted with any of the college people before they made this recom- 
mendation? 

Mr. Maeraru. As near as I can find out, no member of the Hoover 
task force or the Commission consulted educators to find out what the 
problem really is and what it is likely to be over the period ahead. 

And I am convinced if they had they would have found that the 
need existed and will become increasingly urgent during the next 
decade. 

The CuarrmMan. Many of these things have to do with policies of 
government. What government ought to do for the people of their 
country. Do you think this is a good investment, as a policy of the 
Government, where there is a need for dormitories, to assist in getting 
dormitories in order to assure an education under proper circum- 
stances for the youth of the Nation? 

Mr. Magrarnu. If we believe in an educated citizenship in America, 
and the Government, in turn, can make an investment on which it 
will receive not only the interest charged on the bonds, but likewise 
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the principal returned over the number of years required to finance it, 
I believe America is sound enough so that we can educate our youth, 
all who are qualified to enter college will have the opportunity to profit 
by a college education. 

The Cuarrman. In other words, government should be for people? 

Mr. Maarartu. I should certainly believe it should, sir. [Laughter.] 

The CuarrMan. I can certainly appreciate that probably more than 
any manin this room. It has been said to me more than once, ‘ Daw- 
son, if all of your people were like you they would be all right.’”’ The 
only difference is that maybe I had chances for an education. In my 
youth, the schools, the county schools, kept open for us for the aver- 
age only 3 months ont of a year. And it happened that my mother 
had a vision and she made it possible for me to get an education. 

I believe education, to educate your young, is good government. I 
think it is an investment that will pay off in dollars and cents every 
way possible. And I am very grateful to you for coming to this 
committee, and testifying. 

Mr. Fascretu. Mr. Chairman, may I ask a couple of questions? 

The CHatrMan. Yes. 

Mr. Fascrtu. Can you tell us about the experiences of higher learn- 
ing on financing dormitories prior to the time that this program went 
into effect, Mr. Magrath? 

Mr. Maaratu. I should be very glad to make a few comments on 
that. For about 35 years, I was treasurer of the University of New 
Hampshire, before going to Tufts University, as comptroller. 

The State of New Hampshire has excellent faith and credit and 
therefore the State was able to borrow the money on bond issues for 
the benefit of the university and build dormitories. Prior to that 
time, the State of New Hampshire had furnished the funds directly, 
but the pinch was becoming more serious. 

In 1950, the State of New Hampshire passed a law approving either 
a State-financed bond issue, or a Federal housing loan. It was finally 
decided to use the faith and credit of the State of New Hampshire to 
effect the loan. At Tufts University, where I am now, the institu- 
ion found it necessary to borrow through the Federal agency $1,065,- 
000 to build a dormitory housing 290 men, which runs until 1992. 

I am convinced that it is going to be a much more serious problem 
for the privately endowed institutions to find the funds to build 
dormitories to take their share of the incoming tidal wave of students. 
We have got to face that fact, that we are going to have more students. 

Mr. Fasceitt. Mr. Magrath, you have pointed out a situation in 
which a State was able to finance by direct appropriation or through 
bond issues. There are some States which have publicly supported 
institutions where bonded indebtedness is contrary to law. Those 
States have also felt the pinch up until the time this program came 
into effect; is that not true? 

Mr. Maararu. That is true. 

The nub of the question is where are we going to get the housing 
then for the students who are going to want to attend college and we 
must find the housing because many communities cannot absorb in 
private residences the number of students that will be entering the 
colleges and universities of the country. 

Mr. Fascetu. I am interested in this point. There either was not 
a market, a private market for this type of obligation, or there was no 
interest in the private industry to finance such an obligation, as 
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dormitory housing. And then the statement is made that because of 
a Federal program the private market has increased for these obliga- 
tions. I am at a loss to reconcile the statement. 

Mr. Macratu. May I just refer, Mr. Chairman, to some of the 
previous testimony on the other matters dealing with this problem 
this morning? 

The Government saw the need because the private banking in- 
terests wouldn’t meet it; the Government met it; and after the Gov- 
ernment had done so, the private banking interests found it was a 
worthwhile thing. 

Mr. Fasce.u. Pretty good field, after all. 

Mr. Maerarn. Yes. 

Mr. Fascetu. I am interested. Do you know of any experience 
with revenue certificates on the financing of dormitories that have been 
bought up by private institutions? 

Mr. Maaratu. I am sorry, sir. I can get the information for you 
if it is important. 

Mr. Fasce.u. I just wonder how interested they really are in the 
market or whether it is a fight because something good has come up 
which they would like to have which they didn’t have before. 

(The information promised is contained in the following letter:) 


AMERICAN COUNCIL ON EDUCATION, 
Washington 6, D. C., July 18, 1986. 
Hon. Wiiuram L. Dawson, 
House of Representatives, Washington 25, D. C. 


Dear ConGREssSMAN Dawson: As you will recall, Raymond C. Magrath, 
Comptroller of Tufts University, represented the American Council on Education 
before the House Committee on Government Operations on July 6 in a discussion 
of the college housing loan program. At the end of his prepared statement, he 
answered a number of questions. There was one question, however, concerning 
which he requested the privilege of submitting a subsequent reply for the record. 

The question.was as follows: ‘‘How did colleges and universities finance their 
residence halls before the college housing program came into existence in 1950?”’ 
The following answer is submitted on behalf of Mr. Magrath. 

Before 1950, nearly all college residence halls were financed in the same way as 
other college buildings—either through State appropriations or private gifts. In 
a few isolated cases, special dormitories were financed by revenues from special 
sources; e. g., living quarters for athletes from the proceeds of football games. In 
addition afew State institutions were able to develop a pattern of self-liquidating 
housing based on the buildings which they financed with PWA grants and revenue 
bonds. Examples would be the University of Michigan and Michigan State Uni- 
versity which have been able to sell revenue bond issues based on the net revenues 
from the new buildings supplemented by the net revenues of PWA financed buildings 
previously completed. 

It is fair to say, however, that for the great mass of colleges and universities, 
both private and public, there was no feasible method of securing self-liquidating 
long-term loans at reasonable rates for college housing until the college housing 
loan program was approved by Congress. It was part of this program from the 
beginning, as stated in previous testimony, that private investors have the oppor- 
tunity at all times to purchase the bonds on comparable terms before they are sold 
to the Government. 

We hope that this statement will be useful to you in completing the record of 
your committee on this important matter. 

Sincerely yours, 
Raymonp F. Howes, Staff Associate. 

The CHarrmMan. Thank you very much, and we will recess the 
hearings of our committee until further notice. There are some other 
witnesses that have asked to appear. I thank you all for your pres- 
ence, 

(Whereupon, at 12:24 p. m., the committee adjourned.) 








APPENDIXES 


APPENDIX 1—COMMENTS OF THE DEPARTMENT OF AGRICULTURE 


DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
Washington, May 17, 1955. 
Hon. Witiram L. Dawson, 
Chairman, Committee on Government Operations, 
House Office Building, Washington, D. C. 


Dear CoNGRESSMAN Dawson: This will reply to your letter of March 18, 
1955, in which you requested that the Committee on Government Operations of 
the House of Representatives be informed of the manner in which the recom- 
mendations of the Commission on Organization on the lending, guaranteeing and 
insurance activities of the Federal Government, might affect directly or indirectly 
the functions of this agency. 

Four principal agencies of this Department provide financial assistance to 
farmers throughout the country in one form or another. These are the Farmers’ 
Home Administration, the Commodity Credit Corporation, the Federal Crop 
Insurance Corporation, and the Rural Electrification Administration. The 
Commission on Organization of the Executive Branch of the Government has 
made specific recommendations with respect to the operations of each of these 
agencies and in order to reply to your inquiry it appears advisable to treat each 
agency separately, as we have done in the attached statement. 

The Bureau of the Budget advises that there is no objection to submission of 
the report to the committee for its consideration. However, the Bureau states 
that no determination has been made as to the relationship of the views on the 
recommendations of the Commission on Organization of the Executive Branch 
of the Government, expressed herein, to the program of the President. The 
Bureau further advises that this report should not be construed as a commitment 
regarding legislation which has been or may be proposed to carry out the 
recommendations of the Commission. 

Sincerely yours, 
True D. Morse, Under Secretary. 


ComMopity CrREpDIT CORPORTATION 


The Commission made two recommendations with respect to this agency, Nos. 
33 and 34. 

Recommendation No. 33 

“That periodic inspections of commodities held in storage for the Commodity 
Credit Corporation be made to determine their condition and that the Congress 
be informed of the decline in value resulting from deterioration.”’ 

Question No. 1. Now would the recommendations affect the operations of this 
agency? 

That portion of the recommendation relating to periodic inspections of com- 
modities held in storage for CCC is presently in effect. To render a report to 
Congress on the decline in value resulting from the deterioration would entail, 
insofar as a report could be made, the assembling and evaluation of presently 
available data on which to base the report and perfecting a procedure for further 
reporting. 

Question No. 2. How would the recommendations affect— 

(a) The national economy. 
(b) Private citizens. 
(c) Private enterprise 

(a) No effect. 

(b) No effect. 

(c) No effect. 

Question No. 3. What, if any, economies and efficiencies would result from the 
adoption of these recommendations? 

By the rendition of a report showing the decline in value resulting from deteriora- 
tion, it is not felt that economies would result but more efficiency may result in 
inventory management. 
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Question No. 4. In your opinion would the overall effect of these reeommenda- 
tions be desirable or undesirable and why? 

We feel that the overall effect of this recommendation would be to add little 
to the information already available and if the report were prepared on any basis 
other than estimates the results obtained would not be commensurate with the 
cost. While information on losses from deterioration in CCC stocks might be 
helpful in dispelling exaggerated rumors and reports of such losses, it should ke 
clearly recognized that losses from deterioration represent only a small part of 
the total losses incurred by CCC in price-support operations. 


Recommendation No. 34 


“That the Commodity Credit Corporation discontinue its program of advanced 
payment on commodities and that it make only purchase agreements at the 
price-support level offered to producers.” 

Question No. 1. How would the recommendations affect the operations of this 
agency? 

Parehiaes are used as an exclusive means of supporting dairy products. They 
have been utilized in the past also as the exclusive means of supporting a few 
minor commodities. The least difficulty might be encountered in extending the 
purchase-agreement program in fields where all of the price support is obtained by 
farmers through cooperatives. If problems can be overcome a substantial 
expansion of the purchase-agreement method of support might be possible. 

Question No. 2. How would the recommendations affeet— 

(a) The national economy. 
(b) Private citizens. 
(c) Private enterprise. 

The Department has underway a thorough study of the experience with various 
methods of carrying out its price-support responsibilities. One of the objectives 
of this study is to determine if it is possible and feasible to expand the use of 
purchase agreements and at the same time continue to accomplish the purposes 
of those price-support activities. Until this study is completed and conclusions 
reached the Department is not in position to respond to this question. 


FEDERAL Crop INSURANCE CORPORATION 


The Commission made one recommendation with respect to this agency, as 
follows: 


Recommendation No. 35 


“That premiums charged by the Federal Crop Insurance Corporation be in- 
creased to an amount which will cover losses, the cost of administration, and 
provide reserves.” 

Question No. 1. How would the recommendation affect the operations of this 
agency? 

The recommendation of the Commission that the Federal Crop Insurance Cor- 
poration increase its premiums to an amount which will cover losses, the cost of 
administration, and provide reserves, is consistent with the present program of 
the Corporation with the exception that administrative costs are not included in 
the premium structure. The present Board of Directors of the Corporation has, 
within the last 2 years, instituted a number of changes, including the increasing 
of premium rates, to place the operations of the Corporation on a sounder basis 
and the premiums now being charged have been determined sufficient to cover 
losses and to create a reasonable reserve. A further increase to cover all admin- 
istrative costs cannot be made immediately without considerable impairment to 
the progress being made by the Corporation, as (a) the resulting increased pre- 
mium rate would lower participation at a time the Corporation is endeavoring to 
increase its business to lower the administrative cost per contract and to spread 
its risk to balance the existing concentration of liability, (b) insurance could not 
be provided in counties where administrative costs are now high in comparison 
to premium income, or in counties which did not meet the statutory minimum 
participation requirement because of sales resistance resulting from precipitously 
increased premiums, and (c) needed experiments with revised plans of insurance 
and on new crops would have to be restricted or eliminated as administrative costs 
for experimental programs are high and indemnities are sometimes excessive. 

Question No. 2. How would the recommendation affect— 

(a) The national economy. 
(b) Private citizens. 
(c) Private enterprise. 
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The national economy, private citizens, and private enterprise would be bene- 
fited if the Commission’s full recommendation can be adopted gradually as the 
stabilizing influence of insurance protection on the farmer’s investment in his 
crops would be available without cost to the taxpayer. 

Question No. 3. What, if any, economies and efficiencies would result from the 
adoption of the recommendation? 

The adoption of the recommendation would result in an annual saving to the 
Government of the money now being annually appropriated for the administrative 
costs of une Corporation ($6 million for the current fiscal year). However, as 
indicated above, to immediately add to premium rates all administrative costs of 
the Corporation might result in the failure of the Corporation’s endeavors to make 
available to the farmer a sound program of all-risk crop insurance. 

Question No. 4. In your opinion would the overall effect of the reeommendation 
be desirable or undesirable and why? 

The recommendation of the Commission, if it can be placed in effect over a 
period of years, would be beneficial as the Nation would benefit because (a) the 
Corporation would be in the position where it could operate on a long-range basis 
as it would not have to rely on an annual appropriation from the Congress, and 
(b) a sound and permanent system of all-risk crop insurance protection would 
have been developed. 

Farmers Home ADMINISTRATION 


The Commission made three recommendations with respect to this agency, 
Nos. 30, 31, and 32. 


Recommendation No. 30 


“That the Farmers Home Administration instruct the county committees 
advising the agency to sereen more carefully applicants for loans to insure com- 
pliance with the criteria for loan applicants contained in the law.” 

Question No. 1. How would the recommendations affect the operations of this 
agency? 

Compliance with this recommendation is now in progress. County committee- 
men are receiving a continuing training program which will qualify them to 
screen more carefully the applicants for loans and improve the operations of the 
agency where improvement is needed. 

Question No. 2. How would the recommendations affect— 

(a) the national economy? 
(b) private citizens? 
(c) private enterprise? 

Careful selection of county committeemen and loan applicants will have the 
effect of developing successful farmers, thereby benefiting the national economy, 
the private citizen, and private enterprise. 

Question No. 3. What, if any, economies and efficiencies would result from the 
adoption of these recommendations? 

Well-trained county committeemen will screen loan applicants more carefully 
thereby developing greater efficiency and economy in the operation of the agency. 

Question No. 4. In your opinion would the overall effect of these recommenda- 
tions be desirable or undesirable and why? 

This recommendation is desirable. More qualified county committeemen are 
being selected and trained to screen the loan applicants more carefully. 


Recommendation No. 31 


“That the Farmers Home Administration require adequate equities under all 
its loan programs except disaster and emergency crop and feed loans.” 

Question No. 1. How would the recommendations affect the operations of this 
agency: 

The adoption of this reeommendation is not feasible. The principal function 
of the agency is to provide financial support to operators of family-size farms who 
are unable to obtain credit through normal commercial channels, Applicants 
who have adequate equities in their property are not eligible for assistance under 
the regular FHA programs. If this recommendation was adopted the operations 
of the agency would be drastically curtailed and many deserving farmers and 
stockmen would be unable to avail themselves of the assistance which Congress 
intended they receive. 

Question No. 2. How would the recommendations affect— 

(a) The National economy? 
(b) Private citizens? 
(c) Private enterprise? 
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The adoption of this recommendation could minimize the services of this agency 
to such an extent that private enterprise, particularly in the smaller rural com- 
munities, would be adversely affected. Private citizens in those communities 
could be seriously affected and ultimately curtailed business activity in rural 
communities could affect the National economy. 

Question No. 3. What, if any, economies and efficiencies would result from the 
adoption of these recommendations? 

The adoption of this recommendation would result in some reduction in the 
overall expenditures to agriculture. However it is felt that the benefits gained 
from the program to the economy generally far exceed the benefits that would be 
gained by the small reduction in Federal expenditures. 

Question No. 4. In your opinion would the overall effect of these recommen- 
dations be desirable or undesirable and why? 

The adoption of this recommendation would not be desirable because of the 
drastic curtailment of the services to the low-income group of farmers. 


Recommendation No. 32 


“That the Congress require the Farmers Home Administration to charge 
interest, premiums, or other fees on loans made by the agency sufficient to cover 
the administrative expense of the lending program and the cost of money to the 
Treasury.” 

Question No. 1. How would the recommendations affect the operations of this 
agency? 

The adoption of this recommendation is not feasible. The Congress intended 
that only marginal operators or owners of family-size farms be assisted through 
this program. This group of low-income farm families would be unable to pay 
the high costs of interest and service charges which would result if this recom- 
mendation were adopted. 

Question No. 2. How would the recommendations affect— 

(a) the national economy? 
(b) private citizens? 
(c) private enterprise? 

Private enterprise and private citizens in the rural communities would be 
adversely affected and eventually the national economy could be affected. 

Question No. 3. What, if any, economies and efficiencies would result from the 
adoption of these recommendations? 

The adoption of the recommendation would bring some reduction in expendi- 
tures to agriculture, but business activity in rural communities would be reduced 
because of the curtailment of the services. 

Question No. 4. In your opinion would the overall effect of these recommenda- 
tions be desirable or undesirable and why? 

The adoption of this recommendation would not be desirable because the low- 
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: income group of farmers would be required to pay excessive costs for the services. 
: RurAuL ELEcTRIFICATION ADMINISTRATION 
iP The Commission made one recommendation with respect to this agency, as 
follows: 
C 
Recommendation No. 36 
“(a) That the Rural Electrification Administration be reorganized on a self- 
supporting basis; 
ll “(b) Secure its financing from private sources; and ; 
3 - “(c) As reorganized, be made subject to the Government Corporation Control 
iS ct. 
Question No. 1. How would the recommendation affect the operations of this 
n agency? 
oO Major revisions in existing legislation would be required if any of the three 
8 parts of the recommendation were to be carried out. 
or (a) Reorganization on a self-supporting basis.—Assuming legislation was enacted 
1S to effect this recommendation, interest income of REA would have to be increased 
d in order to meet expenses of the agency. In addition to the higher interest, a 
33 


charge would have to be made to borrowers to cover the cost of processing loans, 
since this money would be needed by REA immediately and could not be recovered 
as a component of the interest charge over the life of the loan. It should also be 
pointed out that the cost of servicing loans already made would have to be covered 
by the interest rates on new loans, since presumably no increase in interest rate 
could be effected on loans already made. 
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It is likely that REA would make few, if any, loans on these terms, unless drastic 
changes were made in REA loan amortization requirements which provide for 
complete retirement of the principal over the loan period. The Commission 
makes no mention of this possibility. A change to a partial retirement of debt 
which would result in a permanent debt of, say, 40 percent of assets (which is 
equivalent to that common in the utility industry) would offset to a considerable 
degree the effect of increased interest rates. Otherwise, it seems likely that REA 
would operate at a substantial deficit with little activity other than the servicing 
of loans already made, and would require appropriations to finance its activities. 

(b) REA secure its financing from private sources—REA is currently paying 
2 percent interest on the funds borrowed from the Treasury. We estimate that 
35-year debentures issued by REA with Government guaranty or secured by 
income from existing REA loans would cost about 3.5 percent at the present time. 
Money could be obtained for shorter periods than 35 years to meet the REA 
financing requirements, although probably it would be undesirable to obtain 
money for shorter periods of time than 5 years. Five-year debentures such as 
REA might issue would require a minimum of 2.25 percent on today’s money 
market. 

(c) REA be made subject to the Government Corporation Control Act.—If the 
first two parts of the Commission’s recommendation were adopted, it probably 
would be necessary that REA operate as a corporation in order to borrow funds 
in the private money market. REA would present a businesstype budget 
annually to the Bureau of the Budget, the President, and the Congress. Con- 
gress would annually approve REA expenditures for operating purposes. The 
necessity for congressional action on REA’s annual lending authority would 
depend on the provisions contained in the basic legislation pertaining to REA; 
in the absence of any restrictive provisions in the act, no action by Congress 
would be necessary to permit REA to make loans. 

Question No. 2. How would the recommendation affect— 

(a) The National economy. 
(b) Private citizens. 
(c) Private enterprise. 

(a) Effect on the national economy.—It appears that the national economy 
would lose rural electric and telephone construction activity amounting to a 
minimum of $200 million annually as a result of the Commission recommenda- 
tion. The loss would not be immediate, since electric borrowers have $415 
million of unadvanced loan funds available to them at present, and telephone 
borrowers have $129 million of unadvanced loan funds. The net effect on the 
Nation’s business activity would, of course, depend on general business condi- 
tions and the presence or absence of idle resources in the materials and construc- 
tion fields. 

(b) Effect on private citizens.—The private citizens who could be affected by 
the recommendation are principally the present and prospective farm and other 
rural consumers and subscribers to utility services rendered by REA borrowers. 

The effect of the Commission’s recommendation would be to terminate the 
rural telephone loans program, with less than half of the farms having telephones 
and no other prospects in sight for substantially alleviating the situation The 
extremely narrow operating margins experienced by rural telephone systems in 
practically all areas make it impossible to extend or improve rural telepohne 
service under present loan-repayment requirements at interest rates in excess of 
2 percent. 

The REA electric borrowers could not proceed with their area coverage plans, 
and there would be some farms which could not be reached at higher interest 
rates. Borrowers serving about 4 million rural consumers would within a few 
years find it necessary to restrict their load growth as previously mentioned. 

(c) Effect on private enterprise—The rural electric borrowers have the usual 
public utility responsibility of furnishing adequate and dependable service at 
reasonable cost in their areas and, in addition, are expected under their corporate 
charters to operate without profit. They could not be expected as a group to 
fulfill their responsibilities under the Commission’s recommendation, although 
some of them might individually be able to do so. The Nation’s rural telephone 
enterprises, which have experienced difficulties in extending and improving rural 
service with 2 percent loans, would also lose their only source of loan funds at 
those rates; further progress in rural telephony would be difficult if not impossible 
for most of these companies. 

Question No. 3. What, if any, economies and efficiencies would result from the 
adoption of these recommendations? 
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The recommendations would reduce expenditures of the Government. Whether 
such a reduction would result in economies or efficiencies is a matter of opinion. 
They would relieve the Treasury of providing $250 million to $300 million annually 
to be advanced by REA to the borrowers to finance their plant additions. In 
addition, the Government would, in theory, be relieved of providing adminis- 
trative expenses of about $8 million annually. In actual practice, REA would 
make very few loans and would realize virtually no interest income on new loans, 
consequently the cost of servicing loans outstanding would revert to the Govern- 
ment. 

Question No. 4. In your opinion, would the overall effect of these recommenda- 
tions be desirable or undesirable? Why? 

The Department of Agriculture is always interested in any proposals for im- 
proving its programs. We believe as do many REA borrowers, and their farmer 
members, that the possibility of strengthening the rural electric and telephone 
systems through the use of private capital, freeing them from complete depend- 
ence on Government, is a desirable long-range objective which should be more 
fully explored. We are willing to study with the people involved any plans that 
have merit to determine if there is a better way to accomplish the objectives of the 
REA program. This, of course, requires that we give consideration to the existing, 
situation with respect to the $3.2 billion which has been loaned. Obviously 
the people affected would be unwilling to change their contract without some 
benefit to them. The contracts between the Government and the REA borrowers 
are legal documents and no change could be made in them without the consent of 
the borrowers. The Commission’s recommendation would provide for placing 
the full burden for administering the program, including the loans already made, 
upon the new loans. We have grave doubts of the soundness of attempting to 
make new REA loans carry the full burden of the expense of the program. 


GENERAL RECOMMENDATIONS 


The Commission has made some general recommendations which affect one 
or more of the Department’s agencies in one respect or another. These are 
commented upon below. 

The Commission made a general recommendation that several agencies of the 
Government should be brought under the Government Corporation Control Act. 
This recommendation is No. 42: 

“That the Congress revise the Government Corporation Control Act to provide 
for Federal charters for Government corporations having greater uniformity in 
standards, requirements, and practices.”’ 

The Rural Electrification Administration is one of the agencies recommended 
to be brought under the Government Corporation Control Act. 

If it is assumed that REA is to be reorganized as a corporation, there is no 
objection to it being made subject to the Government Corporation Control Act. 
If, on the other hand, REA is to continue as an administrative agency, there appears 
to be nothing to be gained by making it subject to the act. In fact, the agency 
would probably be required to maintain records and reports both as an administra- 
tive agency and as a corporation. 


Recommendation No. 43 


“That the Secretary of the Treasury be required to impose rates of interest on 
the agencies discussed in this report for Federal advances or contributions equal 
to the going rate of interest paid by the Treasury on its obligations of comparable 
maturity.” 

The agencies affected by this recommendation are the Commodity Credit 
Corporation, the Farmers Home Administration and the Rural Electrification 
Administration. 

This recommendation is already in effect with respect to Commodity Credit 
Corporation. 

The Farmers Home Administration under its current lending programs has 
been paying interest on advances from the Treasury for loans. Advances on 
loan authorizations during fiscal year 1954 were at 2% percent interest and 
advances during fiscal year 1955 are at 2 percent interest. Interest rates are based 
on language contained in the Department of Agriculture Act, 1952, which 
authorizes and directs the Secretary of the Treasury to lend to the Secretary of 
Agriculture such sums as the Congress may appropriate for loan authorizations, 
at such rates of interest as the Secretary of the Treasury may determine, but not in 
excess of 3 percent per annum. 
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There is no objection to the Treasury charging the Farmers’ Home Adminis- 
tration an interest rate equal to the going interest rate paid by the Treasury on 
its obligations of comparable maturity. This question involves the overall 
question of charging borrowers of the Farmers’ Home Administration sufficient 
interest rates, premiums, or fees to make the agency self-supporting. The net 
effect on the Treasury would be no different if no interest charge were to be 
made on advances. The Farmers’ Home Administration pays all of its principal 
and interest collections from borrowers to the Treasury either as payments on 
borrowings or as a deposit to miscellaneous receipts. ‘The Commission’s recom- 
mendations, however, whould improve the accounting records of the Government, 
and the actual costs of the Farmers’ Home Administration programs would be 
more realistically reflected on the accounting records of that agency if the recom- 
mendation were adopted. 

The Rural Electrification Administration now pays to the Treasury 2 percent 
per annum on its borrowings. The interest rate on loans made by REA is limited 
to 2 percent by title V of the Department of Agriculture Organic Act of 1944. The 
Department agrees that the interest rate charged REA borrowers should be 
adequate to cover the cost of the money to the Treasury. This is being accom- 
plished by the 2 percent rate which has been in effect during the period 1944-55. 


Recommendation No. 44 

“That all lending and guaranteeing agencies charge such fees to their borrowers 
as will permit them to reimburse the Treasury for the cost of money advanced 
to them and cover their own administrative expenses.”’ 

This recommendation affects the Farmers’ Home Administration, the Federal 
Crop Insurance Corporation, and the Rural Electrification Administration to 
the extent that interest rates and service charges would reach exhorbitant pro- 
portions. The costs to the farmers attempting to utilize the services of these 
agencies would be prohibitive and if implemented would deny to many farmers 
the benefits the Congress intends that they receive. 


Recommendation No. 46 


“That all nonmutualized agencies engaged in lending, guaranteeing, and 
insurance be required to report each year to the Congress and the Treasury in a 
form determined by the General Accounting Office the total amount by which 
earned income failed in the previous year to cover: 

(a) Operating expenses; 

““(b) Interest on advances by the Government at a rate equal to that on 
the public debt of comparable maturity; 

“*(c) Losses on loans or investments; 

“(d) Reserves against losses; and 

“‘(e) If the agency is not paying a return on the Government’s investment, 
interest received on holdings of United States securities up to the amount of 
the Government’s investment.” 

Computations could be made from the records which would include the infor- 
mation suggested in this recommendation. There is, therefore, no objection to 
the implementation of this recommendation, with the exception that the Depart- 
ment is opposed to part (b) of the recommendation, which would require REA 
to report “interest on advances by the Government at a rate equal to that on the 
public debt of comparable maturity.” 


Recommendation No. 47 

“That a representative of the Secretary of the Treasury sit ex officio on all 
boards or commissions having the power to affect the fiscal policy of the United 
States. His major function when serving in this capacity would be to convey to 
such agencies the credit policy of the Federal Government.” 

There is no objection from the Department’s viewpoint. It should be pointed 
out, however, that CCC is under the direction of the Secretary of Agriculture who 
serves as chairman of its board of directors. In addition, the Board has six 
members appointed by the President with the consent of the Senate. A bipartisan 
advisory board of five members is also appointed by the President. In the event 
the President deemed it advisable to appoint a representative of the Secretary of 
the Treasury as a member of the Board of Directors or of the advisory board, 
there would be no objection. 


Recommendation No. 48 

“That the General Accounting Office expand and strengthen its inspection of 
the business activities and policies of these agencies in addition to the compre- 
hensive audit and that it report its findings to the Congress.” 
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All of the agencies of the Department engaged in lending, guaranteeing and 
insurance activities are now audited with extreme care and in great detail. If it 
is considered desirable for the General Accounting Office to make a further study 
of their activities and audit of the operations no objection is offered. 


APPENDIX 2—COMMENTS OF THE BUREAU OF THE BUDGET 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BupGeT, 
Washington 25, D. C., April 8, 1955. 
Hon. Wiiuram L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington 25, D. C. 


My Dear Mr. CuarrMan: Thank you for your 2 letters dated March 30, 1955, 
inviting our views and comments on the 2 reports made to the Congress by the 
Commission on Organization of the Executive Branch of the Government regard- 
ing paperwork management and lending agencies. 

Since the Commission, established as an instrumentality of the Congress, re- 
ports pursuant to law to the Congress, it must depend upon the Congress to make 
proper evaluation of its reports, such as is being made by your committee regard- 
ing these two reports. Agencies of the executive branch have a major interest in 
the work of the Commission; they have cooperated with and assisted it in getting 
official data needed in the course of its studies. Now that the Commission is 
engaged in presenting its final reports to the Congress, we hope to render all 
proper assistance to the Congress and its committees in considering followup 
actions. 

Some of the Commission’s recommendations can apparently be carried out by 
executive agencies within the existing framework of law, and others may be proper 
matters to be dealt with under the Reorganization Act of 1949, as amended. 
Hence the President is directly interested in the followup phase on the Commis- 
sion’s work and has expressed a desire that all agency heads of the executive branch 
study each report of the Commission to determine how the recommendations affect 
their agencies. He has requested them to indicate in statements to him the 
extent to which the recommendations can be put into effect and the manner of 
carrying them out. In order to establish uniform procedures for this work the 
President’s instructions were formally communicated to the agency heads by the 
Bureau of the Budget Bulletin No 55-5 March 4 1955, ‘Study of Reports of the 
Commission on Organization of the Executive Branch of the Government.” a copy 
of which is enclosed for your information. 

You will note that the Bureau of the Budget has been assigned by the President 
the task of reviewing agency responses to the President’s request. We expect 
that this staff work for the President will continue until some time after the 
Commission’s last report is submitted to the Congress. In view of this fact and of 
the interrelationships between the Commission’s reports already completed and 
those yet unpublished, we would be able to furnish you only the most tentative 
and incomplete views by April 15 on the matters mentioned in your letters. I 
suggest, therefore, that our comments be transmitted to you at a later date. I 
hope this will be satisfactory to you, for I believe preliminary and incomplete 
comments would contribute little of real value to your review. 

Although we shall make what comments we can as early as possible, it would be 
of great assistance to us in the executive agencies if we were able to comment 
directly upon specific legislative drafts to implement the Commission’s recommen- 
dations rather than upon the sometimes general texts of recommendations. 
Comments upon a proposition spelled out in detailed legislative language are 
likely to be better understood and to be more responsive to committee needs. 

I am sure that I express the President’s sentiments in saying that I hope that 
the Congress and the President will be able to work together in reviewing the 
reports of the Commission on Organization of the Executive Branch of the Gov- 
ernment. Such cooperation will be necessary to assure the implementation of 
those recommendations of the Commission which will make our Federal Govern- 
ment a better and more efficient instrument to serve all the American people. 

Sincerely yours, 


(Signed) Row1tanp Hvueues, Director. 
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APPENDIX 3—COMMENTS OF THE DEPARTMENT OF COMMERCE 


Tae SECRETARY oF COMMERCE, 
Washington 25, June 2, 1955. 
Hon. Witu1am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


Dear Mr. CuarrMan: This letter is in further reply to your request dated 
March 18, 1955, for the views of the Department of Commerce with respect to 
the report of the Commission on Organization of the Executive Branch of the 
Government concerning the lending, guaranteeing, and insurance activities of 
the Federal Government. 

The only consideration given by the Commission to activities conducted by 
the Department of Commerce relates to the activities of the Maritime Adminis- 
tration and the Maritime Board. The report sets forth a summary statement 
of the nature of the activity studied and the extent to which these activities are 
being carried out. No comments or recommendations were made by the Com- 
mission with respect to these operations. 

A considerable number of recommendations are contained in the report relating 
to techniques in management and organization with the executive branch. With 
the exception of the Small Business Administration, where this Department has 
firsthand knowledge because of representation of the Department on the Loan 
Policy Board of that agency, this Department would defer to the specialized 
knowledge and experience of the agencies directly affected rather than interpose 
our views based on our general knowledge. 

A number of recommendations are made to assure that adequate equities are 
obtained to protect the Government’s interest in loans. Comparable recom- 
mendations urge that screening committees give more care to examination of 
loan applications; that periodic examinations be made of commodities held to 
determine their condition; and that studies be made of foreclosure and loss phases 
of certain lending operations. We, of course, have no objection to such recom- 
mendations as a general principle but, again, we believe that the views of those 
officials directly responsible for the particular activities should be considered as 
there may be special overriding arguments for special treatment in a particular 
area. 

This principle is also applicable, in our opinion, to the recommendations to the 
effect that certain lending programs should be terminated, or their termination 
should be accelerated. We heartily subscribe to the doctrine that the Govern- 
ment should not compete unwarrantedly with private enterprise but we believe 
that in the adoption of such a doctrine to a given program, the administrator of the 
program should be given an opportunity to be heard if he believes Government 
assistance is needed. 

The Commission has made several recommendations relating to the Small 
Business Administration, an area in which the Department of Commerce has a 
limited responsibility. Enabling legislation for this agency provides for repre- 
sentation of the Secretary of Commerce on the Loan Policy Board and our general 
statutory responsibility to foster, promote, and develop the commerce and industry 
of our Nation provides a basis for our special interest in this organization. As you 
may know, a 2-year extension of the agency is within the program of the Presi- 
dent. Such an extension would be consistent with the recommendations of the 
Commission for a 2-year extension of the agency. 

Another recommendation with respect to this agency is that sufficient interest 
should be charged to enable SBA to pay interest to the Treasury on Government 
funds and to earn its operative expenses. It is difficult to understand how such a 
recommendation could be carried out in the administration of the lending program 
of SBA. In the administration of its program with conventional interest charges, 
SBA has $61.7 million in business loans and $6.1 million in disaster loans which 
have been approved. Only a part of these loans have been disbursed to provide 
income to the agency. Under such an operation, there has developed a deficit of 
$3.36 million. 

We have been advised by the Bureau of the Budget that there is no objection 
to submission of this report to your committee. You are also advised that the 
relationship of our views, as expressed in our report, to the program of the Presi- 
dent has not been determined and the report should not be construed as a commit- 
ment regarding legislation whichehas been or may be proposed to carry out the 
recommendations of the Commission on Organization of the Executive Branch 


of the Government. 


Sincerely yours, SIncLAIR WEEKS, 


Secretary of Commerce, 
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APPEN DIX 4—COMMENTS OF THE GENERAL ACCOUNTING OFFICE 


ComPTROLLER GENERAL OF THE UNITED States, 
Washington 25, July 19, 1955. 
Hon. Wituiam L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, 


Dear Mr. CuHarrMan: This is in response to the informal request by Mr. 
William Pincus of your staff for our views on the recommendations contained in the 
report of the Commission on Organization of the Executive Branch of the Govern- 
ment on Lending Agencies. 

The report deals with the Government agencies engaged in lending, guaranteeing 
and insurance activities, and contains recommendations concerning their financing, 
forms of organization, and business methods. 

The Commission recommends at page 103 of the report that the Housing and 
Home Finance Agency, the Rural Electrification Administration, the Small 
Business Administration, and the veterans’ life insurance program be brought 
under the Government Corporation Control Act. We do not think it is necessary 
to place these agencies under that act in order to achieve the objectives of the 
recommendation. 

The General Accounting Office played a leading role in securing the passage of 
the Government Corporation Control Act. The basic purpose of the act was to 
bring Government corporations and their transactions and operations under annual 
scrutiny by the Congress and to provide current financial control through the 
regular fiscal control agencies of the Government. At that time, there were more 
than 100 Government corporations. Only a few submitted budget programs to 
the Congress, and most corporations were not subject to audit by the General 
Accounting Office. 

The major features of the act include the requirement that the corporations 
submit annual business-type budgets to the Congress for its consideration as part 
of the annual budget of the Federal Government, that the Comptroller General 
audit their financial transactions in accordance with principles and procedures 
applicable to commercial corporate transactions and under such rules and regula- 
tions as he may prescribe, and that he submit reports thereon to the Congress. 

Under the laws in effect at that time, business-type budgets and commercial- 
type audits were not applicable with respect to noncorporate agencies of the 
Government. This situation does not attain today. The Government’s fiscal 
controls were completely modernized by the Budget and Accounting Procedures 
Act of 1950, which was designed to provide flexibility in budgeting, auditing, and 
accounting. The 1950 act gives considerable latitude as to the form and content 
of the budget to be submitted to the Congress, and authorizes the Comptroller 
General to determine the auditing principles and procedures deemed to be most 
suitable for the type of Government activity involved. As a result, business-type 
budgets and commercial-type audits can now be applied to normal Government 
agencies without having to resort to the budgeting and auditing provisions of the 
Government Corporation Control Act. For this reason we believe that the basic 
objectives of the Commission’s recommendation are achievable under existing law. 

Three of the agencies now submit business-type budgets to the Congress for 
approval, and are audited by the General Accounting Office under our comprehen- 
sive audit program. For the reasons stated in the attachment, the veterans life 
insurance program does not lend itself to the submission of business-type budgets 
or the the requirements of a commercial-type audit. 

Finally, the freedom from the laws applicable to normal Government agencies 
formerly enjoyed by Government corporations has been circumscribed consider- 
ably since the passage of the Government Corporation Control Act. Most laws 
applicable to the administrative and personnel activities of regular Government 
agencies are now applicable in varying degrees to wholly owned Government 
corporations. Because of these restrictions, and because such flexibility as is 
given to corporations with respect to their program activities is granted by their 
charters rather than by the Government Corporation Control Act, bringing an 
agency under the act will not necessarily add to its flexibility. 

Recommendation No. 48, page 111 of the report, which proposes tha’ the 
General Accounting Office expand and strengthen its inspection of the business 
activities and policies of the landing agencies in addition to the comprehensive 
audit and that it report its findings to the Congress, is in line with the policies 
and objectives of this Office. This is now a normal part of the review work per- 


formed under the comprehensive audit program which was initiated in this Office 
in 1949. 
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We have no comments to make on the policy proposals contained in recom- 
mendations Nos. 9, 10, 11, 13, 26, and 41. The remaining recommendations are 
discussed in the attachment to this letter. In some cases, our comments do not 
represent a complete and final analysis of all the complex aspects involved. How- 
ever, we will continue to study the recommendations in order to be in a position 
to assist your committee and staff and the legislative committees in their considera- 
tion of the various bills that have been introduced in the present session to put 
these recommendations into effect. 

Sincerely yours, 
JoserH CAMPBELL, 
Compiroller General of the United States. 


The GAO attachment follows: 


RECOMMENDATION THAT CERTAIN UNINCORPORATED AGENCIES Br Brovucutr 
UNDER THE GOVERNMENT CORPORATION ContTROL AcT 


The Commission recommends at page 103 of the report that the following un- 
TEINS agencies be brought under the Government Corporation Control 

ct: 

Housing and Home Finance Agency 
Rural Electrification Administration 
Small Business Administration 
Veterans’ Life Insurance Program 

The Commission notes at page 11 that actual incorporation is not necessary in 
order for agencies to be brought under the Government Corporation Control 
Act, and gives the following reasons for its recommendation: 

“The net effect of bringing an agency under the provision of the Government 
Corporation Control Act is to simplify greatly budgeting, accounting, personnel 
management, and the use of revolving funds. Moreover, the corporate form 
generally brings about a much more flexible organization, as well as provides more 
checks and balances upon management and insures effective audit by the Com- 
troller General.” 

This statement needs to be analyzed in the light of the following major provisions 
of the Government Corporation Control Act, which would become applicable 
to these agencies if they were made subject to the act. 


SUBMISSION OF BUDGETS 


Section 102 provides for the submission of a business-type budget, or plan of 
operations, in such form and content as the President may prescribe. The budget 
program is to include a statement of financial condition, a statement of income 
and expense, an analysis of surplus or deficit, a statement of sources and applica- 
tion of funds, and such other supplementary statements and information as are 
necessary or desirable to make known the financial condition and operations of the 
corporation. 

Section 103 provides that such budget programs are to be submitted to the 
Congréss as part of the annual budget. 

Section 104 provides that the budget programs shall be considered and, if 
necessary, legislation shall be enacted making available such funds and other 
financial resources as the Congress may determine. 


AUDIT BY THE GENERAL ACCOUNTING OFFICE 


Section 105 provides that the financial transactions shall be audited by the 
General Accounting Office in accordance with the principles and procedures ap- 
plicable to commercial corporate transactions and under such rules and regulations 
as may be prescribed by the Comptroller General of the United States. 

Section 106 provides that a report of each such audit shall be submitted to the 
Congress and specifies certain financial statements and information for inclusion 
therein. 

Section 301 provides for utilization of reports of examination made by a super- 
vising administrative agency pursuant to law, provides that the audit shall be in 
lieu of any other required to be made by the General Accounting Office under 
existing law, and prohibits any private audit. 
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MAINTENANCE OF BANKING AND CHECKING ACCOUNTS 


Section 302 provides that, except for maintenance in any bank for a temporary 

riod of accounts not in excess of $53,000 in any one bank, the banking or check- 
ing accounts shall be kept with the Treasurer of the United States, or, with the 
approyal of the Secretary of the Treasury, with a Federal Reserve bank, or with a 
bank designated as a depositary or fiscal agent of the United States. 


ISSUANCE OF OBLIGATIONS TO THE PUBLIC 


Section 303 (a), relating to the issuance of bonds, notes, debentures and other 
obligations, provides that they shall be in such forms and denominations, shall 
have such maturities, shall bear such rates of interest, shall be subject to such 
terms and conditions, shall be issued in such manner and at such times and sold 
at such prices as have been or may be approved by the Secretary of the Treasury. 


AUTHORITY TO SELL OR PURCHASE OBLIGATIONS OF THE UNITED STATES 


Section 303 (b) provides that, except when approval has been waived, no 
corporation subject to the act shall sell or purchase any direct obligation of the 
United States or obligation guaranteed as to principal or interest, or both, at any 
one time aggregating in excess of $100,000, without the approval of the Secretary 
of the Treasury. 

All of these provisions were designed to bring Government corporations and 
their transactions and operations under annual scrutiny by the Congress and to 
provide current financial control thereof. Unlike unincorporated agencies, 
Government corporations were not required to submit budget programs to the 
Bureau of the Budget or to the Congress, and few were audited by the General 
Accounting Office. Neither the Congress nor the Executive was fully informed 
of the operations of these corporations. Thus, the fundamental purpose of the 
Government Corporation Control Act was to establish a control over a large 
segment of governmental activity, and was not designed to inerease their powers 
or to cover agencies already under normal Government controls. 

Judging by the comments on page 11 of the Commission’s report, the Commis- 
sion apparently believes that bringing an agency under the Government Corpora- 
tion Control Act brings about a much more flexible organization. This is further 
indicated by the statement on page 75 that the operations of the Rural Electrifica- 
tion Administration should be made subject to the Government Corporation 
Control Act ‘“‘in order to secure the advantages of more efficient organization under 
that act.”” This is an erroneous assumption, as a corporation’s flexibility depends 
on the powers granted in its charter by the Congress. Bringirg an unincorporated 
agency under the Government Corporation Control Act will not increase its 
flexibility as indicated by the Commission. This can only be done by a grant of 
broader authority by the Congress. 

The freedom from the laws applicable to normal Government agencies, formerly 
enjoyed by Government corporations by reason of the terms of their charters, has 
been circumscribed considerably by the provisions of the Administrative “xpenses 
Act of 1946, as amended, the Federal Property and Administrative Services Act, 
the Travel ©xpense Act of 1949, and the Classification Act of 1949. 

On the basis of the following comparison we see no real advantage to be gained 
in making these agencies subject to the provisions of the Government Corporation 
Control Act. We strongly recommend against it. 


Hovusine AND Home FINANCE AGENCY 
SUBMISSION OF BUDGETS 


Under the Budget and Accounting Procedures Act of 1950, the budget is to 
contain in such form and detail as the President may determine such financial 
statements and data as are necessary and desirable to make known in all prac- 
tical detail the financial condition of the Government. 

Under instructions issued by the Bureau of the Budget, business-tyne financial 
statements are to be submitted for all enterprises which are specifically required 
by legislation to submit business-type budgets and for many revolving funds. 
The business-type financial statements include a statement of sources and appli- 
cation of funds, a statement of income and expense, a statement of financial con- 
dition, and other supplementary schedules. 


64865—55—_24 
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HHFA is required by specific legislation to submit, business-type financial state- 
ments with respect to a number of its activities and does submit such statements 
with respect to all of its activities except the appropriation for salaries and ex- 
penses, reserve of planned public works, and urban planning grants. The ac- 
tivities not covered by business-type statements would account for less than 5 
percent of the annual expenditures. 

HHFA’s budgets are submitted to the Congress as part of the annual budget, 
they are considered by the Congress, and legislation is enacted making available 
such funds and other financial resources as the Congress may determine. 


AUDIT BY THE GENERAL ACCOUNTING OFFICE 


By specific provisions of law, the General Accounting Office is required to audit 
practically all the transactions of the active programs of HHFA in accordance with 
the principles and procedures applicable to commercial corporate transactions. 
Reference is made to the following acts specifically requiring audit in accordance 
with such principles and procedures. 

Public Law 52, 81st Congress (63 Stat. 59), section 3 (d) of the Alaska Housing 
Act. 

Public Law 171, 81st Congress (63 Stat. 417), section 106 (a) of the Housing 
Act of 1949, with respect to Slum Clearance and Urban Renewal. 

Public Law 475, 81st Congress (64 Stat. 79), section 402 (a) of the Housing Act 
of 1950, with respect to Housing Loans to Educational Institutions. 

Public Law 139, 82d Congress (65 Stat. 312), section 502 of the Defense Housing 
and Community Facilities and Services Act of 1951, adding seetion 102 (b) (1) 
to the Housing Act of 1948, as amended, with respect to prefabricated-housing 
loans. 

Only the expenditures for administrative expenses and 1 or 2 minor activities 
are not required by law to be audited in accordance with the principles and 
procedures applicable to commercial corporate transactions. However, pursuant 
to the provisions of the Accounting and Auditing Act of 1950, authorizing the 
Comptroller General, when not otherwise specifically provided by law, to audit 
financial transactions of the Government in accordance with such principles and 
procedures and under such rules and regulations as he may prescribe, the General 
Accounting Office audits all transactions of HHFA in accordance with the prin- 
ciples and procedures applicable to commercial corporate transactions. This 
audit is in lieu of any other audit by the General Accounting Office. Audit 
reports are submitted to the Congress containing statements of assets and 
liabilities, cost of operations, and sources of application of funds. 


MAINTENANCE OF BANKING AND CHECKING ACCOUNTS 


Funds made available to HHFA for the programs discussed above are required 
to be deposited in checking accounts with the Treasurer of the United States. 


ISSUANCE OF OBLIGATIONS TO THE PUBLIC 


HHFA does not have authority to issue bonds, notes, debentures, or other 
similar obligations to the public. Consequently, should HHFA be made subject 
to the provisions of the Government Corporation Control Act, section 303 (a) 
restricting the issuance of such obligations, would not increase the controls over 
this Agency. Neither would it give the Agency authority to issue obligations to 
the public. 


AUTHORITY TO SELL OR PURCHASE OBLIGATIONS OF THE UNITED STATES 


HHFA does not have authority to sell or purchase any direct obligation of the 
United States or obligation guaranteed as to principal or interest, or both. Con- 
sequently, should HHFA be made subject to the provisions of the Government 
Corporation Control Act, section 303 (b) would not add to the controls over this 
Agency or give it any additional flexibility. 


RvurRaAt ELECTRIFICATION ADMINISTRATION 
SUBMISSION OF BUDGETS 
The budget submitted by REA to the Congress is not a business-tyvpe budget. 


Consequently, it does not include a statement of financial condition, a statement 
of income and expense, an analysis of surplus or deficit, or a statement of sources 
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and application of funds. This information is included in REA’s annual report 
to the Congress and in our audit reports to the Congress. We believe that a 
business-type budget would be helpful in appraising REA’s operations. How- 
ever, the President could require the agency to submit a business-type budget 
under existing law. 


AUDIT BY THE GENERAL ACCOUNTING OFFICE 


The financial transactions of REA are audited by the General Accounting 
Office in accordance with the principles and procedures applicable to commercial 
corporate transactions. A report of each such audit is submitted to the Congress 
with the necessary financial statements included therein. 

In our audit we utilize to the fullest extent the reports of examinations made 
by the agency’s internal auditors. We have specifically reeommended that the 
internal audit work be expanded so that it will become an effective tool of manage- 
ment and useful in the performance of our audit work. 

The audit is made at the site, test checks are utilized, assets and liabilities are 
verified, and all procedures applicable to commercial corporate transactions are 
utilized. The audit is in lieu of any other audit by the General Accounting Office. 


MAINTENANCE OF BANKING AND CHECKING ACCOUNTS 


All REA’s collections are deposited daily with the disbursing officer of the 
United States Treasury and all disbursements are made by that disbursing 
officer. Section 3 (f) of the Rural Flectrification Act provides that ‘All money 
representing payments of principal and interest on loans made by the Adminis- 
trator shall be paid to the Secretary of the Treasury in payment of loans made 
to the Administrator by the Reconstruction Finance Corporation or the Secretary 
of the Treasury; upon the payment of such loans all moneys representing pay- 
ments of principal and interest on loans made by the Administrator shall be covered 
into the Treasury as miscellaneous receipts.’”’ Consequently, REA has no funds 
with which to open up banking and checking accounts. 


ISSUANCE OF OBLIGATIONS TO THE PUBLIC 


Inasmuch as the Administration is not specifically authorized by the Rural 
Electrification Act to offer bonds, notes, debentures or other similar obligations 
to the public, section 303 (a) of the Government Corporation Control Act would 
not serve as a control. 


AUTHORITY TO SELL OR PURCHASE OBLIGATIONS OF THE UNITED STATES 


The Administration is not authorized by the Rural Electrification Act to 
purchase or sell obligations of the United States. In fact, since all moneys 
received representing payments of principal and interest on loans must be covered 
into the Treasury, REA has no funds with which to purchase such obligations. 
Similarly, the restrictions in section 303 (b) would not effect additional control. 


SMALL Business ADMINISTRATION 


SUBMISSION OF BUDGETS 


Business-type budgets are submitted to the Congress as a part of the annual 
budget and are considered by the Congress in the enactment of legislation making 
funds available to the Administration. 


AUDIT BY THE GENERAL ACCOUNTING OFFICE 


The Administration is being audited in accordance with principles and pro- 
cedures applicable to commercial corporate transactions. Use is made, to the 
maximum extent practicable, of the reports and work papers of the Administra- 
tion’s internal avditors. The audit is made at the site, and appropriate audit 
procedures are utilized. The audit is in lieu of any other audit by the General 
Accounting Office. 


MAINTENANCE OF BANKING AND CHECKING ACCOUNTS 


Section 206 (a) of the Small Business Act of 1953 (67 Stat. 235) provides that 
all moneys of the Administration not otherwise employed may be deposited with 
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the Treasurer of the United States and that any banks insured by the Federal 
Deposit Insurance Corporation, when designated by the Secretary of the Treasury, 
shall act as custodians and financial agents for the Administration. Commercial 
banks are being used with the approval of the Treasury Department, in the 
district offices of the Administration as a convenience in its loan operations. The 
Government Corporation Control Act would not broaden or diminish the Admin- 
istration’s authority with respect to the maintenance of banking and checking 
accounts. 
ISSUANCE OF OBLIGATIONS TO THE PUBLIC 


The Administration is not authorized to issue bonds, notes, debentures, or 
other similar obligations to the public. 


AUTHORITY TO SELL OR PURCHASE OBLIGATIONS OF THE UNITED STATES 


The Administration does not have specific authority to purchase or sell obliga- 
tions of the United States. 


VETERANS’ Lire INSURANCE 


The veterans’ insurance program is comprised not only of the participating 
and nonparticipating insurance operations conducted through the United States 
Government life insurance and national service life insurance trust funds and 
the veterans’ special term insurance and service-disabled veterans’ revolving funds, 
but also of nonparticipating insurance operetions conducted directly through the 
military and naval insurance and the national service life insurance appropria- 
tions. 

The insurance acts provide that the Government will assume (1) certain speci- 
fied losses on the participating insurance operations conducted through the two 
trust funds, (2) the net losses on the insurance operations conducted through the 
two appropriations and the two revolving funds, and (3) the cost of administering 
the entire veterans’ insurance program. The losses assumed by the Government 
on the insurance operations conducted through the two trust funds consist mainly 
of benefits payable under awards where the death, disease, or injury is traceable 
to the extra hazard of military or naval service, or where at the time of death of 
the insured premiums were being waived. 


SUBMISSION OF BUDGETS 


Under the Budgeting and Accounting Procedures Act of 1950 the Veterans’ 
Administration is required to submit financial statements and data acceptable 
to the Bureau of the Budget in support of the annual budget requests for appro- 
priations to (1) the military and naval appropriation to cover monthly payments 
to beneficiaries on disability and death awards and one-sum payments on death 
awards, and losses assumed by the Government on United States Government 
life insurance, (2) the national service life insurance appropriation to cover pay- 
ments to beneficiaries on account of insurance operations conducted directly 
through the appropriation, and losses assumed by the Government on national 
service life insurance, and (3) to cover administrative expenses. 

Business-type statements, that is, statements of source and application of funds, 
of income and expense, and of financial condition are included in the annual budget 
for the nonparticipating insurance operations conducted through the service- 
disabled veterans’ insurance and the veterans’ special term insurance revolving 
funds. These statements show the Government’s equity in the revolving funds 
which consists of appropriated moneys and the accumulated surpluses or deficits. 
Similar statements for participating insurance operations conducted through the 
national service life insurance and United States Government life insurance trust 
funds are prepared for public distribution but are not submitted as part of the 
annual budget inasmuch as the statements do not reflect and are not the basis 
on which a determination is made of the amount of funds necessary to meet 
Government assumed losses that are paid through the trust funds. 

The type of financial statements required by section 102 of the Government 
Corporation Control Act are not appropriate for the insurance operations that are 
conducted directly through the military and naval and the national service life 
insurance appropriations because of the means used to finance the program. The 
premiums received are credited to the appropriations and are used to pay claims 
and other insurance losses assumed by the Government. Under this practice 
there is no separate continuing fund relating assets to liabilities. 
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AUDIT BY THE GENERAL ACCOUNTING OFFICE 


The veterans’ insurance program operations are audited by the General Account- 
ing Office under the Budget and Accounting Act, 1921, and the Accounting and 
Auditing Act of 1950. he purpose of the audit is to determine how well the 
Administration has discharged its financial responsibilities. The audits are 
made at the site on a selective test basis and the procedures followed include 
those applicable to commercial corporate transactions. A corollary to the 
audits is the periodic reporting to the Congress and the Administration of audit 
findings, including deficiencies observed and recommendations for improve- 
ment where required. Such reports may include financial statements and com- 
ments on their reliability. 

We utilize to the fullest extent reports of examination made by the internal 
auditors, and have specifically recommended that the Administration’s internal 
audit work be expanded so that it will become an effective tool of management 
and useful in the performance of our audit work. It is unnecessary to add the 
auditing provisions of the Government Corporation Control Act to our existing 
audit authority for this non-business-type insurance activity. 


MAINTENANCE OF BANKING AND CHECKING ACCOUNTS 


The insurance acts provide for deposit in the Treasury of all funds to the credit 
of the appropriations, trust funds, or revolving funds from which the various 
insurance operations are conducted. Banking or checking accounts are not 
maintained in commercial banks. 


ISSUANCE OF OBLIGATIONS TO THE PUBLIC 


_ The nature of the insurance operations conducted through the trust and revolv- 
ing funds precludes the issuance of securities of any type. 


AUTHORITY TO SELL OR PURCHASE OBLIGATIONS OF THE UNITED STATES 


The insurance acts authorize the Secretary of the Treasury to invest and rein- 
vest funds poet, in the trust and revolving funds in interest-bearing obliga- 
tions of the United States and to sell such obligations for the purposes of the funds. 


Recommendation No. 1 


“That the law limiting the right of the Federal Savings and Loan Insurance 
Corporation to repay the federally owned capital stock be repealed and that the 
Federal Savings and Loan Insurance Corporation be required to surrender to the 
Treasury $66,800,000 of the Government securities that it holds either (1) in full 
repayment of the remaining investment of the Government in the capital stock 
of the Corporation, or (2) in exchange for a non-interest-bearing credit in an 
equivalent amount.” 

Under existing law, Federal Savings and Loan Insurance Corporation is re- 
quired to retire annually at par a portion of its capital stock, all of which is owned 
by the Government, equal to one-half of its net income for the fiscal year. In 
view of its present holdings of Government securities and its authority to borrow 
$750 million from the United States Treasury, we would not oppose the Com- 
mission’s recommendation. 

Should the Corporation retire its capital stock, it would no longer receive the 
excess income it is now receiving by investing the funds represented by the capital 
stock in Government securities paying a higher rate of interest than the rate paid 
to the Treasury by the Corporation in lieu of dividends on its stock. Inasmuch 
as the Corporation received an average yield of 2.39 percent in fiscal year 1953 
on its Government securities, which amounted to $217,600,000 at June 30, 1953, 
and paid 2 percent in lieu of dividends on its capital stock, which amounted to 
$85,755,000 at that date, this excess income amounted to approximately $350,000 
in that year. There is no apparent justification for the Corporation to continue 
to receive this differential. 


Recommendation No. 2 


“That either the authority to transfer funds given to the Administrator of the 
Housing and Home Finance Agency, insofar as the Home Loan Bank System is 
concerned, be rescinded, or alternatively, that the Home Loan Bank System, 
including the Federal Savings and Loan Insurance Corporation, be given inde- 
pendent status similar to that of the Federal Reserve System.” 
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The question of giving the Home Loan Bank Board, including the Federal 
Savings and Loan Insurance Corporation, independent status was considered by 
the appropriate legislative committees of the Congress in connection with 8. 2126, 
84th Congress, Housing Act Amendments of 1955. This bill would remove the 
Home Loan Bank Board, including the Federal Savings and Loan Insurance 
Corporation, from the jurisdiction of the Housing and Home Finance Agency 
and establish the Board as an independent agency in the executive branch of the 
Government. The status of the Board and the Corporation is a policy question 
for determination by the Congress. 


Recommendation No. 3 


“That the authorization of the Secretary of the Treasury to lend to the Home 
Loan Bank System $1 billion and the Federal Savings and Loan Insurance Cor- 
poration $750 million be carried on the Treasury statement as contingent 
liabilities.”’ 

We believe that the Treasury and other agencies of the Federal Government 
should inelude in published statements all pertinent financial information neces- 
sary for full disclosure. This unused borrowing authority is disclosed in the 
published reports of the agencies and in the annual reports of the Treasury. The 
authority vested in the Secretary to lend to these agencies as well as all other 
agencies are reflected in both the Treasury combined statement of receipts, 
expenditures and balances of the United States Government, and in the annual 
report of the Secretary of the Treasury. Thus, the information under discussion 
is being made available, although, perhaps, not in the precise manner contem- 
plated by the recommendation. This seems to be a matter which can properly 
be left to the Treasury Department in view of the several publications which it 
issues to accomplish specific purposes. 


Recommendation No. 4 


“That no person be permitted to serve as a member of the Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation at the same time.” 
The desirability of providing separate boards of directors for the Home Loan 
Bank Board and the Federal Savings and Loan Insurance Corporation was ad- 
vanced in our audit reports on these agencies for the fiscal years 1945 through 1947 


(see H. Doe. No. 706, 80th Cong. and H. Doc. No. 209, 81st Cong.). Accordingly, 
we would not oppose this recommendation of the Commission. 


Recommendation No. 6 


“That studies be made of prospective foreclosure and loss experience of all 
phases of the Government’s housing programs.” 

Such studies could be utilized as criteria for the establishment of adequate 
reserves, for use in determining premium rates, and for use in determining partici- 
»ating dividends to mortgagors such as those authorized in title II of the National 
Meused Act. 

Through June 30, 1953, almost $48 million had been paid out or set aside as 
participating dividends to the mortgagors under title II of that act. The Congress 
recognized that the losses experienced by the Administration have not been repre- 
sentative of probable losses that may occur in a complete economic cycle, because 
relatively favorable economic conditions have prevailed since FHA began operat- 
ing. Accordingly, it took steps in the Housing Amendments of 1953 to strengthen 
FHA’s general reinsurance account. This was done by reducing the amount 
otherwise available for the payment of participating dividends to the mortgagors. 
In many cases these dividends have exceeded the premiums which they paid. 

The Federal Housing Commissioner has announced that an independent re- 
search group has made a study of the reserves in the various insurance funds of 
the Federal Housing Administration. This study should prove valuable in any 
consideration of this subject with respect to the foreclosure and loss experience 
of other Government housing programs. 


Recommendation No. 6 


“That, with a view to assuring better appraisal and cost estimates, securing 
more substantial and continued owners’ interest in maintenance, and the elimi- 
nation of windfalls, the whole organization of the apartment house program be 
further tightened up and full advantage taken of the commendable provisions 
of the Housing Act of 1954.” 

We are in agreement with this recommendation. The General Accounting 
Office has made special efforts as part of its housing audit programs to strengthen 
administrative policies and procedures on appraisals and cost estimates. We have 
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consistently made legislative recommendations to tighten the housing program, 
many of which have been adopted, including the requirement of cost certificates 
to prevent windfalls, and administrative audit controls over persons and firms 
doing business with HHFA and its constituent units. 

With respect to receiving more substantial owners’ interest in maintenance, 
we recommended in our audit report submitted to the Congress on December 
31, 1954 (H. Doc. No. 53, 84th Cong.) that the Congress enact legislation requiring 
mortgagees claiming insurance benefits from the Federal Housing Administration 
to either transfer the mortgaged property to Federal Housing Administration in 
good condition or to bear the cost of repairs required to put the premises in good 
condition. 

The customery mortgage agreement contains a provision requiring the property 
owner to keep the premises in good repair. Prior to the existence of FHA insur- 
ance, it was incumbent on the lender-mortgagee to see that the property was 
reasonably maintained in order to avoid deterioration of the mortgage collateral 
and possible loss in the event of default and foreclosure. Since June 24, 1935, 
the FHA regulations have not required mortgagees to transfer forfeited property 
to FHA in good condition. As a result it has become immaterial to the mort- 
gagee whether or not the FHA-insured mortgaged property is well maintained 
since the proceeds from FHA insurance will be the same. The present FHA regu- 
lations do not require the mortgagees to bear losses caused by neglect of the mort- 
gaged property. Up to June 30, 1953, about 15,000 small homes had been 
acquired by FHA under its insurance contracts. While the cost of repairs to 
place these homes in a salable condition has averaged only $300 apiece, in a num- 
ber of instances the repairs have cost four to five thousand dollars for a single 
piece of property. 

The mortgagee should inspect or require inspection of property during the term 
of the mortgage. Other United States Government agencies have recognized 
this responsibility of the mortgagee. The Federal National Mortgage Association, 
as an owner of a large number of mortgages, requires an inspection of both the 
interior and exterior of properties securing mortgages when they become delin- 
quent, because it is recognized that these properties are more susceptible to 
neglect, and requires at least triennial inspections and reports on all other mort- 

aged properties. The Federal Deposit Insurance Corporation and the Federal 
Savings and Loan Insurance Corporation, as insurers of deposits in banks or 
associations owning mortgages, require their examiners to determine whether 
insured members have made inspections of premises collateral to mortgages that 
become delinquent. 


~ 


Recommendation No. 7 


‘‘(a) That the President be given the authority to increase equities required on 
new mortgages insured by the Federal Housing Administration; and 

**(b) More extensive use be made of the principle of sharing the risk on insured 
loans with the Government by the institutions making such loans.”’ 

Basic policy questions are involved in both parts of this reeommendation. How- 
ever, it is plain that the greater the equity of the mortgages, the less would be 
the Government’s risk of loss. Also, if some plan could be devised whereby the 
financing institutions would bear a greater portion of the risk on insured loans, 
it would be in the interests of the Government from a financial standpoint. 
Against these advantages must be weighed the ultimate effect these proposals 
would have on the national housing program. 


Recommendation No. 8 


‘That the Federal Housing Administration be reorganized in such a manner 
that it will provide its own financing without having to call on the Government 
for funds, subject, however, to Federal regulation. The home-loan banks and the 
Federal Savings and Loan Insurance Corporation are examples which might be 
followed.”’ 

The Commission’s comments preceding this recommendation could be construed 
as implying that FHA should be permitted to issue debentures to the public to ob- 
tain whatever financing is required in its operations. Whether the reeommenda- 
tion envisions replacement of the debentures now issued in settlement of insurance 
claims, which are guaranteed as to principal and interest by the United States, 
with debentures having no such guaranty, is a matter of conjecture. Discontin- 
uance of the guaranty feature may be implied in the statement that FHA should 
provide its own financing without having to call on the Government for funds. 

The Commission cites the Federal home-loan banks and the Federal Savings and 
Loan Insurance Corporation as examples that might be followed. The Federal 
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home-loan banks obtain funds by issuing consolidated obligations which are not 
guaranteed by the United States and by issuing capital stock to their member in- 
stitutions. The Government’s investment in the banks has been retired. Al- 
though the consolidated obligations are not guaranteed by the United States, the 
Secretary of the Treasury is authorized to purchase interest-bearing obligations of 
the banks up to $1 billion outstanding at any one time. 

F. 8. and L. I. C. is financed by capital stock held by the United States Treasury 
and by retained income from insurance premiums and interest on investments. 
It is authorized to borrow from the United States Treasury not to exceed $750 
million outstanding at any one time; it cannot borrow from any other source, 

FHA is not authorized to borrow from any source, and it has repaid the Gov- 
ernment’s direct investment. Its income from premiums, fees, and interest on 
investments has been sufficient to pay its expenses and to redeem its debentures 
when required. In the event of a major economic recession, it might be neces- 
sary for FHA to call on the Government for funds. It is likely, however, that the 
Federal home-loan banks would call upon the Treasury to purchase its obligations 
and that F. 8. and L. I. C. would exercise its authority to borrow from the Treas- 
ury at the same time. 


Recommendation No. 12 


“That Federal grants-in-aid be used to provide security for private loans to 
slum-clearance projects and that the Federal lending and guaranteeing functions 
of this agency be terminated.”’ 

It is not clear whether the Commission’s recommendation applies to both the 
slum clearance and urban renewal program of HHFA and the low-rent housing 
program of Public Housing Administration. We are assuming that it applies to 
both programs. 

Private financing should be utilized in place of Government financing wherever 
it is possible to do so in connection with slum clearance and urban renewal. 
Section 102 (c) of the Housing Act.of 1949 makes provision for loans from private 
sources, and we understand that a considerable amount of private capital has 
been utilized. The loans made by the Federal Government, or an agreement to 
make a loan which may be pledged by a local puplic agency to secure loans from 
private sources, are made in connection with that part of the project cost which 
is to be borne by the local public agency. The loan or loan agreement may also 
include an amount equal to the Federal grant. The Federal grant is made to 
cover that part of the project cost which is to be borne by the Federal Govern- 
ment. It is problematical that a grant to cover the Government’s share of the 
cost would offer acceptable security for private loans to cover the balance of the 
project cost without a Federal loan or loan agreement. 

PHA provides financial assistance to local housing authorities through loans 
for development and through annual contributions. Housing authorities are 
encouraged to meet their financing needs through the sale of notes and serial 
bonds to the public. Notes sold are indirectly guaranteed by PHA; bonds sold 
are secured by a pledge of the annual contributions to be paid by PHA to the 
local housing authorities. 

In its report on the first independent offices appropriation bill, 1954 (H. Rept. 
276, 83d Cong.), the House Appropriations Committee stated that it would 
appear that all local housing authority bonds held by PHA should be refunded by 
June 30, 1954, and the First Independent Offices Appropriation Act, 1954, ap- 
proved July 31, 1953 (67 Stat. 315), contained a provision to the effect that during 
the fiscal year 1954 the Commissioner shall make every effort to refinance with 
private money all such bonds held by PHA. 

In accordance with this provision PHA developed plans to have the housing 
authorities to make short-term borrowings from the public in order to repay PHA. 
PHA’s holdings of long-term bonds was reduced to $71 million at June 30, 1954, 
and proceeds totaling $200 million during fiscal year 1954 were applied to the 
reduction of notes payable to the United States Treasury. 

There is a question as to whether all development and construction costs of low- 
rent housing projects can be financed without some assistance from the Govern- 
ment in the form of loans. 

Whether the slum clearance and urban renewal and low-rent housing projects 
should be restricted to those that are able to obtain necessary financing without 
oye loans or loan agreements is a policy matter for determination by the 

Yongress. 
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Recommendations Nos. 14, 16, 17, and 18 


“That the liquidation of the war housing, veterans’ reuse housing, the Subsist- 
ence Homesteads and Greenbelt towns programs be accelerated. 

“That the liquidation of the prefabricated housing lending program be 
accelerated. 

“That the liquidation of the Alaska housing loans be accelerated. 

“That the Government dispose of all repossessed housing units held by it as 
soon as practicable.”’ 

We are in agreement with these recommendations, but believe that no measure 
should be taken to accelerate liquidation of this property that would result in a 
sacrifice of the best interest of the Government. 

In our audit report for the fiscal year 1952 (H. Doe. 58, 84th Cong.), we com- 
mented on the Public Housing Administration’s sale under section 601 of the 
Lanham Act of certain land and temporary structures to a local housing authority 
under conditions which enabled the local housing authority to realize a profit of 
over $500,000 on the immediate resale of part of the land with a probability of 
additional large profits in the future. 


Recommendation No. 15 


“That the program of loans for college housing be terminated.” 

The subject of college housing was considered by the House and Senate Com- 
mittees on Banking and Currency and the Congress in connection with 8. 2126, 
84th Congress, Housing Amendments of 1955. This legislation would broaden 
the college housing loan authority of the HHFA Administrator. 


Recommendation No. 19 


“That the program of urban planning and reserve of planned public works in 
the Housing and Home Finance Agency be terminated.” 

The program for a reserve of planned public works was considered by the House 
and Senate Committees on Banking and Currency and the Congress in connection 
with S. 2126, 84th Congress, Housing Amendments of 1955. This legislation 
would extend and broaden the program. 


Recommendation No. 20 


“That the authorization of the Housing and Home Finance Agency to lend 
money for public works except as they are necessary for public housing projects 
be repealed.” 

The authority of the HHFA Administrator to purchase securities or obligations 
or to make loans for public works under section 504 of the Housing Act of 1954 
was considered by the House and Senate Committees on Banking and Currency 
and by the Congress in connection with S. 2126, 84th Congress, housing amend- 
ments of 1955. This legislation would make additional funds available for the 
program by authorizing the Administrator to borrow from the Treasury instead 
of using such funds as might be appropriated for the purpose. 


Recommendation No. 21 


“That the operating functions of the Housing and Home Finance Agency be 
made subject to the Government Corporation Control Act.” 

This recommendation has been commented on in the first part of this report. 
We do not believe that the adoption of this recommendation would result in 
increased controls over the Agency nor add to its flexibility. We recommend that 
it not be adopted. 


Recommendation No. 22 


“That the acquisition of stock in the banks for cooperatives by their borrowers 
be accelerated.” 

In the Farm Credit Act of 1953 (67 Stat. 390), it was declared to be the policy 
of the Congress to encourage and facilitate increased borrower participation in 
the management, control, and ultimate ownership of the permanent system of 
agricultural credit made available through institutions operating under the 
supervision of the Farm Credit Administration. The Federal Farm Credit 
Board, created by that act, was required within 1 year after its appointment to 
make recommendations to the Congress of means of carrying into effect the 
policy declared by the Congress. The Board’s special report containing recom- 
mendations for legislation is contained in Senate Document No. 7, 84th Congress. 

Legislation proposed by the Board is contained in 8. 1286, 84th Congress, and 
companion bill, H. R. 5168, 84th Congress. These bills provide that the Govern- 
ment’s investment in the banks would be retired upon repayment only of the 
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amount of the stock held by the Government, despite the existence of large 
amounts of surplus and reserves accumulated largely because the banks were 
not required to pay all costs incurred by the Government for the benefit of the 
banks. 

We are not opposed to the Commission’s recommendation, but we do not 
believe that the Government’s investment should be retired under adverse 
conditions such as those provided for in the proposed legislation. 


Recommendation No. 23 


“That the banks for cooperatives be required to place their holdings of United 
States securities in the Treasury in return for a non-interest-bearing credit.”’ 

The General Accounting Office has pointed out in its audit reports that the 
banks and corporations supervised by the FCA are not required to reimburse the 
Treasury for the cost of vale ous funds used by them. FCA officials have 
indicated to us that if the banks and coporations were required to bear this cost, 
it would seriously interfere with the attainment of the legislative objectives of 
providing a source of sound credit to farmers at reasonable rates of interest. 
Adoption of the Commission’s recommendation would reduce the availability 
of interest-free Government capital for reinvestment in interest-bearing Govern- 
ment securities. 

While we would not oppose the recommendation, we believe that it should not 
be adopted without a reappraisal of the effects on the fiseal operations of the 
banks. In view of the fact that the banks have sizable amounts of retained 
earnings, and have accumulated reserves for contingencies in addition to the 
reserves required by statute, a reappraisal at this time might be warranted. 


Recommendation No. 24 


“That the 143 production credit associations in which the production credit 
corporations own stock be prohibited from paying dividends to their stockholders 
until all Federal capital has been repaid.” 

The General Accounting Office is in general accord with the purpose of this 
recommendation. We have taken the position in connection with the legislation 
proposed by the Federal Farm Credit Board (S. 1286 and H. R. 5168, 84th Cong.) 
that reasonable statutory restriction should be imposed upon the payment of 
dividends until (1) the Government capital has been repaid; (2) the associations 
are paying all expenses applicable to their operations; and (3) the Government 
has no obligation to subscribe for the purchase of stock of the associations, 


Recommendation No. 2é 


“That the production credit corporations be liquidated, and that pending liqui- 
dation they deliver their holdings of Government bonds (which amounted to 
$41,809,000 on June 30, 1954) to the Treasury in return for non-interest-bearing 
credits.” 

In our annual reports on the audit of corporations of the Farm Credit Adminis- 
tration for the fiscal years 1952 and 1953 (H. Does. Nos. 165 and 472, 83d Cong.), 
we recommended that the production credit corporations be abolished and that 
the production credit associations pay the cost of their supervision which is now 
being paid by the production credit corporations. 

The holdings of Government bonds by the production credit corporations (1) 
provide a readily available source of funds for investments in the stock of produc- 
tion credit associations, and (2) serve as virtually the only source of the cor- 
porations’ income. If the corporations were abolished, subscriptions to the stock 
of the production credit associations, if and when required, could be provided for 
directly from the revolving fund established to provide capital for the production 
credit corporations (12 U. 8S. C. 1131i); and any expense of supervising the pro- 
duction credit associations, if paid by the Government, could properly be provided 
for by appropriations instead of indirectly by the use of interest on Government 
bonds. 


Recommendation No. 27 


“That the United States securities held by the Federal intermediate credit 
banks (amounting to $50,208,000 on June 30, 1954) be turned over to the Treasury 
either (a) to reduce the Treasury’s investment in the banks by that amount or 
(b) in return for non-interest-bearing certificates of indebtedness of the United 
States.” 

Our comments on recommendation No. 23 with respect to the banks for coopera- 
tives are equally applicable with respect to the Federal intermediate credit banks. 
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Recommendation No. 28 


“That (a) the authorization of the Federal Farm Mortgage Corporation to 
furnish $500 million of funds to the Federal land banks be rescinded, (b) the 
Federal land banks continue as liquidators of the Federal Farm Mortgage Corpora- 
tion, (c) the land banks deduct liquidation costs from collections and pay the net 
collections to the Treasury, and (d) that the Congress require the mineral rights 
to be transferred immediately to the Secretary of the Interior without waiting 
for the date originally fixed by law.” 

Public Law 55, 84th Congress, approved June 1, 1955, provides for the sale to 
the Federal land banks of all remaining assets of the Federal Farm Mortgage 
Corporation, except cash, accounts receivable, and reserved mineral interests. 
Legislation enacted in September 1950 (64 Stat. 769), provided for the sale of the 
Corporation’s mineral interests and provided further for the transfer to the 
Secretary of the Interior of any such interests not sold within 7 years. The 
transfer of the mineral interests would leave the Corporation with no authority 
other than its authority to issue and have outstanding at any one time bonds 
guaranteed by the United States in an aggregate amount not exceeding $500 mil- 
lion, and to make loans to, and purchase the bonds of, the Federal land banks. 

Should the Commission’s recommendation be adopted to rescind the Corpora- 
tion’s authority to make loans to, and purchase the bonds of Federal land banks 
and to require the transfer of the mineral interests to the Secretary of the Interior 
the Corporation would then have no functions and could be abolished. 


Recommendation No. 29 


“That (a) the $150 million stock in the banks for cooperatives held by the 
Agricultural Marketing Act revolving fund be returned to the Treasury for future 
redemption by those banks, and (6) the remaining assets and the liabilities of the 
fund be turned over to the Treasury for liquidation.” 

This revolving fund was established in 1929 for the purpose of making loans 
to farmers’ cooperative associations and to stabilization corporations. The 
authority to make loans to stabilization corporations was abolished in 1933. 
The Farm Credit Act of 1933 authorized the creation of the banks for cooperatives 
to make loans to cooperative associations under the conditions set forth in the 
Agricultural Marketing Act (12 U. S. C. 1141), and authorized payments from 
the revolving fund for the capital stock of the banks for cooperatives. 

The revolving fund presently consists very largely of cash (about $35 million) 
and stock of the banks for cooperatives ($150 million). 

The Commission’s recommendation probably could be adopted without adverse 
effects on lending operations of the banks for cooperatives, particularly since the 
enactment of Public Law 630, 83d Congress, which authorized the banks to 
obtain funds by the issue and sale of their consolidated debentures. Market- 
ability of these debentures might be affected in some measure by withdrawal of 
the cash in the revolving fund which is available for additional investments in 
the stock of the banks. We do not believe, however, that this would have a very 
material effect on the cost of funds obtained by the sale of debentures. 


Recommendation No. 30 


“That the Farmers’ Home Administration instruct the county committees 
advising the agency to screen more carefully applicants for loans to insure com- 
pliance with the criteria for loan applicants contained in the law.” 

The statute creating the Farmers’ Home Administration provides that county 
committees shall determine whether an applicant for a loan “* * * by reason of 
his character, ability, industry, and experience * * * will successfully carry out 
the undertakings required of him under a loan which may be made or insured”’ 
by the agency. The statutory criteria implies that loans will be made only to 
farmers assured of success. However, it would seem that some losses would be 
inherent in making loans to the marginal farm operators who are to be assisted 
under the Farmers’ Home Administration loan program. 

Although we have noted only a few cases of specific failure to carefully screen 
applicants for loans, we are of the opinion that a more careful screening should 
be undertaken. In a brochure prepared by the agency’s Production and Sub- 
sistence Branch for use as a basis for discussion in the 1955 program policy meet- 
ings with State directors and their staffs, it was pointed out that ‘‘a considerable 
amount of the losses which have been incurred in the program are due to loans 
made to families under circumstances in which it should have been possible to 
ae in advance that the applicants were doomed to failure in the farming 

usiness. 
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A more careful screening would, of course, eliminate some of the applicants 
who turn out to be unsuecessful. However, with a more stringent evaluation of 
applicants there is always the possibility that some would be eliminated who 
would be successful if given the chance, thus somewhat defeating the purpose 
of the program which is recognized by the Congress as one designed to assist 
marginal farm operators. 


Recommendation No. 31 


“That the Farmers’ Home Administration require adequate equities under all 
its loan programs except disaster and emergency crop and feed loans.” 

The legislation for FHA loan programs, except for soil and water conservation 
loans, is primarily designed to assist marginal farm operators and to perpetuate 
the family sizefarms. Requiring adequate equities under all loan programs except 
disaster and emergency (crop and feed) loans is not compatible with the objective 
of assisting marginal farmers. The recommendation involves a basic policy 
question for determination by the Congress and the Executive. 

This is particularly true under the program of production and subsistence 
loans authorized by title II of the Bankhead-Jones Farm Tenant Act, as amended. 
Section 21 of that title provides for making loans “for the purchase of livestock, 
seeds, feed, fertilizer, farm equipment, supplies, and other farm needs, * * * 
and for family subsistence.” Another criteria of the law is that in order to obtain 
a loan from FHA, the farmer must be unable to obtain credit elsewhere at rates, 
not in excess of 5 percent per year, and terms prevailing in his community. If the 
farmer has sufficient equity in his property he can obtain his loan elsewhere. 
Without such equity he can obtain funds only from FHA and may be able to 
offer as collateral only those things he purchases with the loan funds. Such 
items as seed, feed, fertilizer, supplies, and items for family subsistence, which he 
is authorized to purchase with the loan funds, have little value in themselves as 
they are all consumed in use, but have value only in terms of what they will 
eventually produce. Sometimes through no fault of the borrower the produc- 
tivity does not materialize and the value is lost. Requiring adequate equities 
would considerably restrict the scope of loan making and would tend to defeat 
the intent of the program to assist marginal farm operators. 

The statute which provides for the tenant purchase loans authorizes loans ‘‘in 
such amounts (not in excess of the amount certified by the county committee to 
be the value of the farm) as may be necessary to enable the borrower to acquire 
the farm and make necessary improvements thereon.”’ The statute further 
states that preference shall be given, ‘‘whenever practicable, to persons who are 
able to make an initial down payment, or who are owners of livestock and farm 
implements necessary successfully to carry on farming operations.” The leniency 
of these provisions, together with the requirement that the farmer must be unable 
to obtain credit elsewhere at rates not in excess of 5 percent per year, and terms 
prev iiling in his community, carry with them the clear implication that assistance 
should be given to applicants lacking in financial means. If the Farmers’ Home 
Administration is to continue making loans to this class of borrowers, as it is 
obliged to do in fulfilling the intent of the law, it would not be possible to require 
adequate equities. 

Unlike the legislation for tenant purchase loans and production and subsistence 
loans, there is nothing in the legislation with respect to soil and water conservation 
loans to imply that assistance shall be given to the marginal farm operators. 
However, the Farmers’ Home Administration has set eligibility requirements 
somewhat the same as are required under the statutes for the tenant purchase 
and production and subsistence loans in that the applicant must be without 
sufficient resources to pay for the proposed improvements and be unable to obtain 
the necessary credit on reasonable terms and conditions from other sources. 
Inasmuch as soil and water conservation loans are designed to provide for the 
conservation of water resources rather than to assist borrowers who have little 
equity to start with, FHA could increase equity requirements within the frame- 
work of existing legislation. 


Recommendation No. 32 


“That the Congress require the Farmers’ Home Administration to charge inter- 
est, premiums, or other fees on loans made by the agency sufficient to cover the 
administrative expense of the lending program and the cost of money to the 
Treasury.” 

This recommendation is not practical for most of the programs conducted by 
the Farmers’ Home Administration. Charging interest, premiums, and other 
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fees sufficient to cover administrative expenses and the cost of money to the 
Treasury would result in charges so much beyond going commercial rates and 
beyond what the farmer could afford to pay that it would result in the termination 
of most of the Administration’s lending programs. To cover all costs, including 
provision for losses on uncollectible loan accounts, an interest rate of about 8 or 9 
a would have to be charged. The practical limit on the amount that could 

charged precludes the use of this means to provide funds to cover the costs of 
operating the lending programs. 

Whether marginal farm operators should be subsidized, in effect, through loans 
at less than cost, is a matter for determination by the Congress. 


Recommendation No. 33 


“That periodic inspections of commodities held in storage for the Commodity 
Credit Corporation be made to determine their condition and that the Congress 
be informed of the decline in value resulting from deterioration.” 

The great bulk and diversified storage locations of Commodity Credit Corpo- 
ration’s commodity inventories present inventory management problems with no 
counterpart in private industry or the Government. he cost of storing these 
inventories is presently running about $1 million a day. The Corporation’s 
inventory investment is now at an all-time high—$4,586 million as of April 30, 
1955. 

The greatest part of these inventories are stored in some 14,000 public ware- 
houses under storage agreements which require warehousemen to exercise reason- 
able care and to provide appropriate warehousing services. Some grain, prin- 
cipally corn, is stored in grain bins under the custody of agricultural stabilization 
and conservation county committees. Part of the wheat inventory is stored in 
ships of the Maritime Administration. 

For commodities stored in public warehouses on a commingled basis (principally 
grains), the warehousemen assume most of the risk of losses from deterioration 
and other causes. For other types of commodities, such as butter and cheese, 
the Corporation assumes a greater share of the loss risk. All the risk from losses 
is assumed by CCC with respect to bin and fleet-stored grains. 

The Corporation has a system of inventory controls which, if carried out effi- 
ciently and on a current basis, provides, in our opinion, reasonably satisfactory 
protection of the Corporation’s interests. This control system includes (1) peri- 
odic inspections of all commodities in all storage locations, including tests of 
quality and condition and verification of quantities on hand; (2) periodic inspec- 
ions of each storage facility to determine whether the facility meets appropriate 
physical standards; (3) a determination that each public warehouseman meets 
certain minimum standards as to financial responsibility, business integrity, and 
similar evidences of reliability and soundness; (4) an accounting system which is 
designed to show the quantities on hand at each storage location at any given 
date and the Corporation’s investment in each commodity at the end of each 
month; (5) independent confirmation and verification work performed by the 
Corporation’s internal auditors, including a quarterly review and report to man- 
agement on the system of inventory controls. 

Based on our annual audits of Commodity Credit Corporation under the Gov- 
ernment Corporation Control Act, including a review of the system of inventory 
controls, we are of the opinion that the Corporation’s prescribed inventory pro- 
cedures are generally satisfactory although we have observed some deficiencies in 
the manner in which they are carried out. These deficiencies have been brought 
to the management’s attention and corrective action is being taken or is under 
consideration. 

It is apparent that the first part of recommendation No. 33, that periodic in- 
spections of commodities held in storage for the Commodity Credit Corporation 
be made to determine their condition, has actually been carried out by CCC for 
some time. 

The second part of the recommendation, that the Congress be informed of the 
decline in value resulting from deterioration, is a recommendation that, if carried 
out, would involve costly modifications to the Corporation’s accounting system. 
Also, the data produced thereby would be unreliable and of questionable value. 
It would be very difficult, if not impossible, for the Corporation to assign values 
to and clearly distinguish between such factors as (1) losses from deterioration, 
(2) quantity shortages, and (3) decreases in market values, particularly prior to 
the time the commodity is sold or otherwise disposed of. We do not concur with 
the second part of recommendation No. 33. 
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Recommendation No. 34 


“That the Commodity Credit Corporation discontinue its program of advanced 
payment on commodities and that it make only purchase agreements at the 
price-support level offered to producers.”’ 

The recommendation embraces all price-support loan programs administered 
by Commodity Credit Corporation. There appears to be little advantage to be 
gained in discontinuing loans with respect to certain relatively small programs 
(for example, tobacco and naval stores). However, the recommendation appears 
to have advantages in connection with the larger programs such as the grains 
and cotton price-support programs which involve the vast majority of CCC’s 
loans. The principal advantage to CCC if loans were discontinued would appear 
to be a savings in administrative expense in that CCC would not have the 
responsibility for protecting its interest in loan collateral, loan recordkeeping 
would be eliminated, although this would be offset to some degree by increased 
recordkeeping for purchase agreements, and the settlement of loans, including 
the determination of differences between the original amounts loaned and the 
value of the collateral surrendered to CCC in satisfaction of the loans, would be 
eliminated. 

Disadvantages to private lending agencies and producers would be as follows: 

1. Lending agencies now make the majority of the price-support loans which 
are guaranteed by CCC. Under recommendation No. 34, the lending agencies 
would assume additional risks and expense in that they would have to protect 
their interest in the loan collateral. 

2. Producers might not be able to borrow from lending agencies up to the full 
value of their collateral as they can do now. 

3. Some banks might not be willing or able to make loans secured by CCC 
purchase agreements. 

4. The unwillingness or inability of banks to lend up to the maximum value 
of the collateral would tend to, depress the market and thus work against the 
purpose of the price-support program. 


Recommendation No. 36 


“That premiums charged by the Federal Crop Insurance Corporation be in- 
creased to an amount which will cover losses, the cost of administration, and 
provide reserves.” 

Since June 30, 1953, the Federai Crop Insurance Corporation has taken steps 
to build premium income, such as increasing premium rates moderately, estab- 
lishing minimum premiums, discontinuing some premium discounts, and endeavor- 
ing to write more insurance on large commercial producers. 

As another step in putting crop insurance on a more nearly self-suppoiting basis 
in line with established commercial practices in the insurance fleld, the direct 
expenses of loss adjusters for crop inspection and loss adjustment work will be 
paid froin premium income starting with fiscal year 1955. Although not included 
in the plan of operation for fiscal year 1955, the management is of the opinion that 
commissions to agents for selling and servicing new contracts should be charged 
against premium income as another logical step in the direction of having a self- 
supporting insurance program. However, as long as the program is in the ex- 
perimental stage and until adequate insurance reserves are built up, the recovery 
of administrative and operating expenses from premium income will necessarily 
have to be a long-range goal. 

The Commission’s recommendation is silent as to when the premium rates 
should be increased. If it is intended that the rates be adjusted to cover all 
expenses beginning with the next crop year, we would not concur with the recom- 
mendation inasmuch as its adoption would probably decrease producer participa- 
tion to the point where it would be prohibitive for the Corporation to operate this 
prograin. 

We would concur with a recommendation that the rate structure be increased 
gradually over a period of several years. 


Recommendation No. 36 


‘‘(a) That the Rural Electrification Administration be reorganized on a self- 
supporting basis; 

‘*(b) Secure its financing from private sources; and 

‘““(c) As reorganized, be made subject to the Government Corporation Control 
Act.” 

Placing REA on a self-supporting basis would require, of course, increasing 
the interest rate and fees charged to REA borrowers sufficiently to cover REA’s 
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interest and administrative expenses, including the cost of processing and servicing 
loans. As & practical matter, all of the increased income would have to be derived 
from new loans because the interest rate and fees on existing loans are fixed by 
contract. Hence, there appears to be no way to increase the income from existing 
loans, which exceeded $2 billion at June 30, 1954. 

The excess of REA’s expenses over income for the fiscal years 1953 and 1954 
was about $6 million and $5.5 million, respectively. In order to have been on 
a self-supporting basis for those years, the agency would have had to recover, 
in addition to these amounts, certiin costs incurred on its behalf by other 
Government agencies. These costs, which REA is not required to pay under 
existing legislation, and which are therefore not recorded in REA’s accounts, 
were about $957,000 for 1953 and $886,000 for 1954. These unrecorded costs 
are commented on in our audit report to the Congress for the fiscal years 1951 
and 1952, submitted on July 22, 1954. 

An attempt to recover all costs on existing loans by increasing the interest rate 
and fees on new loans would in all probability result in few, if any, new loans 
being made. Eventual implementation of this recommendation could be achieved 
by requiring that new loans be made on a basis that would provide for the recovery 
of all costs pertaining to the new loans. However, this would place new borrowers 
on a different basis than existing borrowers, create a problem in the handling of 
supplemental loans to existing borrowers, and involve other administrative 
problems. 

With respect to the recommendation that REA secure its financing from private 
sources, we believe, in view of the type of loans made by REA, that it probably 
could not obtain money from private sources through issuing bonds secured by 
income from its loans unless its obligations were guaranteed by the Government. 
We believe that it is preferable for REA to obtain its financing from the Treasury 
rather than through the issuance of obligations guaranteed by the Government. 

The recommendation that REA be made subject to the Government Corpora- 
tion Control Act has been commented on in another part of this report. We are 
opposed to this recommendation. 


Recommendation No. 37 


“That the authorization of the Secretary of the Treasury to lend the Federal 
Deposit Insurance Corporation up to $3 billion be carried on the books of the 
Treasury as a contingent liability.” 

See our comments under recommendation No. 3. 


Recommendation No. 88 

“That— 

““(a) the Export-Import Bank cease normal commercial short-term import- 
export loans; 

“(b) the Export-Import Bank be set up as the sole Federal instrumentality 
for making long-term export loans, loans for development of foreign resources, 
and loans to foreign governments; and 

‘*(e) Congress provide by annual appropriation the funds necessary for the 
purposes described in (b),”’ 

Parts (a) and (b) of this recommendation are basic policy questions for deter- 
mination by the Congress. Part (c), however, is in accord with the long-standing 
policy of this office to favor financing of Government agencies through the normal 
appropriation procedures rather than by funds borrowed from the Treasury and 
treatment as public debt transactions. 


Recommendation No. 39 


“‘(a) That the Small Business Administration be brought under the Government 
Corporation Control Act so as to secure its comprehensive audit by the General 
Accounting Office on a business basis. 

“(b) That it be continued for another 2 years during which period it will have 
an opportunity to demonstrate its usefulness to small business on sound business 
principle 

““(c) That, in the meantime, it should charge sufficient interest to earn its oper- 
ating expenses arising out of lending and to pay interest to the Treasury on 
Government funds equal to the cost of money to the Government.” 

Our comments relating to the proposal to bring this and other agencies under 
the Government Corporation Control Act have been stated elsewhere in this 
report. 

The proposal to continue the Administration for another 2 years beyond June 30, 
1955, the presently scheduled expiration date, is a policy matter on which we offer 
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no comment. Legislation to extend the life of the agency is now under consid- 
eration by the Congress. 

The Small Business Act of 1953, which established the Small Business Adminis- 
tration, does not contain any criteria to guide the Administration in fixing interest 
rates on its loans. It could be concluded that the Congress intended the Admin- 
istration to be fully self-supporting because it must pay interest on funds advanced 
to it by the Treasury, it must pay the Government's share of the cost of the civil- 
service retirement system and contribute to the employees’ compensation fund 
for benefit payments made from the fund with respect to its employees, and to the 
fullest extent practicable it shall make a fair charge for the use of Government- 
owned property and make and let contracts on a basis that will result in a recovery 
of its direct costs. However, its administrative expenses are paid from appro- 
priations provided for that purpose. 

The Administration charges an interest rate of 3 percent on disaster loans and a 
rate of 6 percent on other direct loans. Loans in which commercial banks par- 
ticipate with the Administration bear rates established by the banks and approved 
by the Administration. The level of rates to be charged by the Administration 
is a policy matter for determination by the Congress. 


Recommendation No. 40 


“That the veterans life-insurance program be reorganized on a self-sustaining 
basis, paying its own administrative expenses and be made subject to the Federal 
Corporation Control Act in order to secure the advantages of more efficient 
organization under that act.’’ 

It would appear that a reorganization of the insurance program so that it 
would be on a self-sustaining basis would require not only a change in the various 
insurance acts which provide that the Government will assume the entire cost 
of administration, but also a change in the participating national service life 
nsurance and United States Government life-insurance policies. It is doubtful 
that administrative expenses could legally te paid from earnings because the 
courts have held that these insurance contracts cannot be amended in derogation 
of the policyholder’s interests. 

Our comments with respect to the recommendation that the insurance program 
be brought under the Government Corporation Control Act are contained in the 
first part of this report. We are opposed to this recommendation. 


Recommendation No. 42 


“That the Congress revise the Government Corporation Control Act to provide 
for Federal charters for Government corporations having greater uniformity in 
standards, requirements, and practices.” 

Although the Commission has not stated what specific provisions of Government 
corporation charters require greater uniformity, there is considerable variation in 
the existing requirements with respect to financing, management, personnel prac- 
tices, and payment of interest and administrative expenses. 

Because of the differences in the functions, objectives, and purposes to be served, 
it will not always be possible to prescribe a uniform charter for all corporate activ- 
ities. Nevertheless, because of the broad powers granted to corporations over the 
years to take program action without regard to laws generally applicable to Gov- 
ernment departments and agencies and the variance in these powers among the 
corporations, as well as in the factors enumerated in the preceding paragraph, a 
reappraisal by the Congress seems warranted. 


Recommendation No. 43 


“That the Secretary of the Treasury be required to impose rates of interest on 
the agencies discussed in this report for Federal advances or contributions equal 
to the going rate of interest paid by the Treasury on its obligations of comparable 
maturity.” 

In many cases, existing legislation requires agencies to pay interest on a basis 
designed to equal the amount the Treasury pays on obligations of comparable 
maturities. Particularly, in recent legislation, such as that creating the Small 
Business Administration and the St. Lawrence Seaway Development Corpora- 
tion, Congress has provided for payment of interest on such a basis. 

There are a few instances in which Congress has provided that interest shall not 
exceed a specified rate. For example, the amount to be paid by the Rural Elec- 
trification Administration is limited to 2 percent. 

In those cases where the rate to be paid is less than that paid by the Treasury 
on obligations of comparable maturities, the imposition of a higher rate might 
require a curtailment in the agency’s programs, require it to increase its charges 
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for loans or services, or require additional appropriations from the Congress. 
Thus, adoption of the recommendation involves a policy matter for determination 
by the Congress. 


Recommendation No. 44 


‘‘That all lending and guaranteeing agencies charge such fees to their borrowers 
as will permit them to reimburse the Treasury for the cost of money advanced to 
them and cover their own administrative expenses.”’ 

We have recommended in a number of our audit reports that various lending 
agencies be required to pay interest on the Government’s investment in these 
agencies. We deemed it desirable that there be full disclosure of the cost of oper- 
ating each of these agencies, and believed that the most effective way of assuring 
that the cost of financing was disclosed was to require the agencies to bear that cost. 
We recognize, however, that it is not necessary for the agencies to pay these costs 
in order to assure that they are recovered in their fees. 

We believe that it is especially desirable for those agencies which ultimately 
may become privately owned or be given the cloak of private ownership to pay 
interest on the Government’s investment in such agencies. This principle was 
adopted in the creation of the reorganized Federal National Mortgage Association. 
We recommended its adoption in connection with the proposal in H. R. 5168, 84th 
Congress, to transfer the banks for cooperatives to private ownership. 

If an agency is intended to be fully self-supporting, we believe that the fees 
should be sufficient to cover administrative expenses and the cost of money used 
in the operations, as well as all other costs. This principle was recognized by the 
Congress in establishing the special-assistance functions of the Federal National 
Mortgage Association under section 305 of the National Housing Act, as amended. 
That section provides that the Association shall impose charges and fees for these 
services with the objective that all costs and expenses of such operations should be 
witbin the income derived from such operations and that such operations should 
be fully self-supporting. Interest is to be paid on funds borrowed from the 
Treasury to finance these operations, and no appropriations are authorized to 
pay administrative expenses. In contrast, the Federal Crop Insurance Act 
authorizes the Federal Crop Insurance Corporation to fix adequate premium rates 
sufficient to cover claims for crop losses and to establish as expeditiously as possible 
a reasonable reserve against unforeseen losses, but makes no provision for the 
recovery of administrative and operating expenses in the premium rates. Annual 
appropriations are made for administrative and operating expenses, and the 
Corporation is not required to pay for the use of funds supplied by the United 
States Treasury. 

Whether fees charged by lending and guaranteeing agencies should be sufficient 
to cover all costs, including administrative expenses and cost of money advanced 
by the Treasury, is a matter for the Congress to decide in each case. 


Recommendation No. 45 


“That the recommendation made by the 1947-49 Commission on Organization 
of the Executive Branch be adopted: 

““*We recommend that all Government business enterprises be required to 
surrender to the Treasury all United States securities held, up to the amount of the 
capital furnished them by the Government, and that they receive in return non- 
interest-bearing credit in the Treasury. They should not be allowed to invest 
their idle funds in any other securities except as authorized by the Congress. 
This recommendation does not include trust accounts.’ ” 

In general, we believe that agencies supported by the Federal Government 
should be financed by direct appropriations rather than by the interest income 
they receive from the investment of Government-furnished capital in Govern- 
ment securities. However, the effect of the Commission’s recommendation on 
existing agencies would have to be considered in each case. Loss of income from 
the adoption of the recommendation might require an agency to curtail operations, 
to increase charges for loans made or services rendered, or to seek annual appro- 
priations from the Congress. Many policy matters for determination by the 
Congress would be involved. 


Recommendation No. 46 


“That all nonmutualized agencies engaged in lending, guaranteeing, and in- 
surance be required to report each year to the Congress and the Treasury in a form 
determined by the General Accounting Office, the total amount by which earned 
income failed in the previous year to cover: 
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(a) Operating expenses; 

“‘(b) Interest on advances by the Government at a rate equal to that on the 
public debt of comparable maturity; 

‘““(c) Losses on loans or investments; 

‘*“(d) Reserves against losses; and 

“‘(e) If the agency is not paying a return on the Government’s investment, 
interest received on holdings of United States securities up to the amount of 
the Government’s investment.” 

In general, this Office is in accord with the apparent objectives of this recom- 
mendation to fully disclose the results of the financial operations of the agencies 
concerned. Many of the agencies involved presently report to the Congress and 
the Treasury on a basis substantially in accord with this recommendation. In this 
connection, however, this Office is of the opinion that this recommendation should 
not result in a separate or additional reporting requirement, but one that would 
best be accomplished as a part of the requirements of the Bureau of the Budget in 
compiling the annual budget document and the Treasury Department in carrying 
out its central reporting function. If this approach were followed and the Con- 
gress so directed, this Office could then best contribute to the form in which this 
information is presented through collaboration with the Bureau of the Budget and 
the Treasury Department. 


Recommendation No. 47 


“That a representative of the Secretary of the Treasury sit ex officio on all 
boards or commissions having the power to affect the fiscal policy of the United 
States. His major function when serving in this capacity would be to convey to 
such agencies the credit policy of the Federal Government.” 

We believe that the Secretary of the Treasury should have the sole responsibility 
for managing the public debt, and that all borrowing requirements of Government 
corporations and agencies should be met by borrowing from the Treasury rather 
than from the public. 

A measure of control over the public borrowings of Government corporations, 
as well as over their dealings in Government obligations, is provided by sections 
303 (a) and 303 (b) of the eeaaneha Corporation Control Act. Other controls 
are provided in the basic acts which authorize the various agencies to issue obli- 
gations to the public. 

The rates of interest charged by the various Government corporations and 
agencies on their loans also can have a substantial effect on the credit policy of the 
Federal Government. 

Whether a representative of the Secretary of the Treasury should sit ex officio 
on all boards and commissions having the power to affect the fiscal policy of the 
en States is a policy question for determination by the Congress and the 
executive. 


Recommendation No. 48 


“That the General Accounting Office expand and strengthen its inspection of 
the business activities and policies of these agencies in addition to the compre- 
hensive audit and that it report its findings to the Congress.” 

Our comments on this recommendation appear in the first part of this report. 


APPENDIX 5—COMMENTS OF THE EXPORT-IMPORT BANK OF 
WASHINGTON 


Export-Import BANK OF WASHINGTON, 
Washington 25, D. C., April 18, 1956. 
Hon. Witu1am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 

Dear ConGrRESSMAN Dawson: This will acknowledge the receipt of your 
letter of March 18, requesting information relative to the report recently submitted 
by the Commission on Organization of the Executive Branch of the Tovastadaeat 
on the subject of lending agencies, and particularly to any recommendations 
directly or indirectly affecting the functions of the Export-Import Bank. 

Some of the conclusions of the Commission appear to be based upon inadequate 
recognition or a misunderstanding of facts concerning the operations of the 
Export-Import Bank, and it may the efore be aypro~riate to make several com- 
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ments concerning our activities before attempting to answer the specific ques- 
tions posed in your letter. 

The recommendations of the Commission appear to be infiuenced principally 
by two misunderstandings. 

1. The Commission proceeds upon the erroneous assumption that the Export- 
Import Bank makes normal commercial short-term export-import loans, and 

2. The Commission states that many authorities including the National Foreign 
Trade Council, Inc., take the attitude that the local banking facilities of the 
country are ample to finance exports and imports. 

The designation “‘short-term”’ is seldom, if ever, applied to commercial credits 
in excess of 180 days. Financing of foreign trade by commercial banks is generally 
limited to transactions involving credit of 90 days or less. Because short-term 
eredit is available through private sources, the Export-Import Bank restricts its 
operations to transactions justifying credits of 1 year or more. Only in unusual 
circumstances in which short-term credit of a type required would not be available 
otherwise would the Export-Import Bank consider making an exception of that 

ractice. The average maturity of the loans presently on the books of the bank 
is about 74 years. 

Except for credits having a maturity of less than 1 year, it would be difficult 
to justify the conclusions of the Commission that ample private capital is available 
to finance our foreign trade. The position of the National Foreign Trade Council, 
the largest association of United States companies and banks engaged in interna- 
tional trade and finance, is clearly the opposite of that attributed to it by the 
Commission. In a letter dated March 18, 1955, to the Chairman of the Com- 
mission, the chairman of the board of directors of the council requested that the 
error in the Commission report be corrected and further stated: 

“The National Foreign Trade Council was one of the foremost organizations 
urging the creation of the Export-Import Bank, and it has supported successive 
measures for continuing the bank as a permanent institution and for expanding 
its facilities so that it could adequately render needed services in the financing 
of American foreign trade. We feel that the Export-Import Bank has an import- 
ant and necessary role to fill in supplementing facilities provided by private 
financial institutions in financing the foreign trade of this country. We regard 
this supplementary service of the Export-Import Bank as of particular import- 
as in issuing intermediate-term and long-term financing for American foreign 
trade. 

Of 17 commercial bankers who, in January of 1954, appeared before the Bank- 
ing and Currency Committee of the Senate in connection with the study of the 
activities of the Export-Import Bank, all but one testified in support of the con- 
tinuance or increase of the operations of the agency. This also was the view 
of the great majority of United States exporters questioned by the Senate com- 
mittee. 

As a result of those hearings, legislation was introduced and passed by the 
Congress in August of 1954 increasing the lending authority of the Export- 
Import Bank. 

The Commission recommends that the Export-Import Bank be set up as the 
sole Federal instrumentality for making long-term loans, loans for the develop- 
ment of foreign resources, and loans to foreign governments. The bank is 
presently engaged in the very activities that the Commission suggests it be 
reorganized to perform. The bank extends medium and long-term credits 
designed to serve its statutory purpose of assisting in financing and facilitating 
exports and imports and the exchange of commodities between the United States 
and other countries and the agencies and nationals thereof. These medium and 
long-term credits may be extended upon the application of United States exporters 
relative to individual specific transactions or at the request of the foreign buyer 
which may be a private individual or entity or a foreign government. 

Loans are made to finance a single sale transaction or to finance the acquisition 
of all of the United States equipment and services required to carry out a develop- 
ment project or program abroad. Whether the assistance is extended at the 
request of the supplier or of the buyer, however, the loans are, with rare excep- 
tions, available only to finance the procurement of United States equipment and 
services. Private capital is generally available to finance actual imports into the 
United States, but the bank has extended numerous credits to assist in the develop- 
ment abroad of strategic and other materials needed to be imported into the 
United States. 

With respect to each application for financial assistance, consideration is given 
by the bank to the effect of the particular loan, if granted, upon the broad aspects 
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of United States trade and the maintenance, improvement, or expansion of our 
foreign markets. As apparently recommended by the Commission, the Export- 
Import Bank has always served as an important instrumentality of United States 
foreign policy. It has done so, however, only in pursuance of the primary objec- 
tives established by its governing legislation. It makes only loans which offer 
reasonable assurance of repayment. It believes that transactions designated as 
loans but made under circumstances which offer little possibility of repayment 
are seldom contributory to good relations between the parties to the transactions. 

The Commission recommends that the Congress provide by annual appropri- 
ation the funds necessary to carry out the purposes of the Export-Import Bank. 
This would require the bank to submit, well in advance, estimates of loans to be 
made during the coming fiscal year. It would be necessary for the bank, there- 
fore, to speculate as to the possible loan applications that might be received dur- 
ing the coming fiscal year or to limit its request to applications pending before it. 
Such procedure is, probably, appropriate to a program of foreign aid principally 
in the form of grants, but would offer serious and unnecessary obstacles to an 
agency expected to make loans on a banking basis with due regard to sound 
principles of business and finance. 

Under its present act, the Export-Import Bank may have loans or guaranties 
not exceeding $5 billion outstanding at any one time. The operating funds of the 
bank are derived from three sources. In 1945 $1 billion was appropriated in the 
form of capital and is evidenced by capital stock of the bank issued to the United 
States and held by the Secretary of the Treasury. The bank may borrow from 
the Treasury up to $4 billion at any one time at rates of interest determined by the 
Secretary of the Treasury. The bank may use for loans or guaranties any net 
earnings resulting from its operations. Instead of using funds borrowed from the 
Treasury, the bank may, in appropriate circumstances, guarantee loans made by 
commercial banks or other private lending sources. In all of its operations the 
bank is subject to the provisions of the Corporation Control Act of 1945. 

The Export-Import Bank has consistently operated at a profit. Since it was 
created in 1934 through March 31, 1955, the bank has made the following record: 
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(a) Administrative expenses_-__._....-.---- $10, 249, 182 
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In light of the comments above, the following replies to the specific questions 
in your letter are submitted. 

‘1, How would the recommendations of the Commission affect the operations 
of your agency?”’ 

(a) The recommendation that the bank cease normal commercial short-term 
export-import loans is of slight importance since the bank does not engage in 
that practice. 

(b) The recommendation that the bank be set up as the sole Federal instru- 
mentality for making long-term export loans, loans for development of foreign 
resources, and loans to foreign governments is consistent with functions that the 
bank has performed for more than 20 years. However, if it were to become the 
sole instrumentality in the foreign lending field, it would be necessary to transfer 
to the bank as principal the lending powers of other agencies for which the bank 
has been acting as banking agent. 

(c) The recommendation that Congress provide by annual appropriation the 
funds necessary for the purposes described in (b) would seriously impair the 
effectiveness of the bank in furthering the objectives of the existing legislation. 
It would convert the lending program into a form of foreign assistance dominated 
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principally by foreign political factors, instead of the present program of extending 
loans based on sound economic consideration to meet the real needs of our foreign 
trade as they arise. The bank could not be expected to retain the power to 
conduet an efficient banking business if it were required to announce and defend 
publicly its lending program in advance of discussions with, or sometimes even 
before receipt of application from, prospective borrowers. If an appropriation 
were made after such public debate, the lending of the entire appropriation in 
accordance with original plan would be difficult to avoid, regardless of changes 
in circumstances encountered between the submission of the plan and the appro- 
priation and allocation of the funds. Much of the credit for the effectiveness of 
the bank in the past is attributable to the flexibility obtainable under the existing 
legislation, which has enabled the bank to meet the extraordinarily rapid and 
far-reaching changes in world conditions affecting foreign trade in the 21 years 
since the bank was established. 

“2. How would the recommendations affeet— 

““(a) The national economy? 
“(b) Private citizens? 
“(c) Private enterprise?” 

We believe that the Commission has recognized that the operations of the bank 
have been successful. In fact, the Commission recommends that the bank 
continue to perform the functions which have constituted its major activities. We 
believe, however, that any reorganization or limitation that would deprive the 
bank of the ability to continue to exercise its powers with due regard to sound 
economics and banking principles would be detrimental to United States foreign 
economic interests and international trade, and that the adverse effects would be 
felt directly by many, private citizens and by private enterprise generally, through- 
out the United States and in many foreign countries as well. 

“3. What, if any, economies and efficiencies would result from adoption of these 
recommendations?” 

In our opinion, administration of the agency in the manner proposed by recom- 
mendation (38 (ce) of the Commission report would result only in a less efficient 
and probably a more costly program. The statement in the report that the 
result of such a reorganization would be the return to the Treasury of considerable 
sums now invested in short-term export-import loans is in error. The bank does 
not have such loans. 

“4. In your opinion would the overall effect of these recommendations be 
desirable or undesirable and why?” 

We are not in a position at this time to comment on the proposal that the bank 
be the sole Federal agency for foreign lending. We believe, however, that the 
other recommendations would injure the agency as a banking corporation and 
would not contribute either to efficiency or to economy. 

The relationship of the views on the recommendations of the Commission on 
Organization of the Executive Branch of the Government, expressed herein, to 
the program of the President has not been determined and this report shall not be 
construed as a commitment regarding legislation which has been or may be 
proposed to carry out the recommendations of the Commission. 

Very sincerely yours, 
GLEN E. EpGerton, President 


APPENDIX 6—COMMENTS OF THE FARM CREDIT 
ADMINISTRATION 


Farm Crepit ADMINISTRATION, 
Washington 25, D. C., June 9, 1956. 
Hon. Wiiuiam L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


Dear Mr. Dawson: In accordance with your request of June 9, 1955, we are 
enclosing six copies of our comments on those portions of the report of the Com- 
mission on Organization of the Executive Branch of the Government on “lending 
agencies,’ which pertain to the organizations under our supervision. A letter 
containing these comments was sent to the Bureau of the Budget on April 20, 1955, 
upon instructions of the Federal Farm Credit Board and in compliance with the 
Bureau’s Bulletin 55-5. 

If you need additional copies of this material, please let us know. 

Sincerely, 
R. B. Toore.n, Governor. 
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ComMMENTS ON RECOMMENDATIONS OF Hoover CommissION REPORT ON LENDING 
AGENcIES—Marcu 1955 


BANKS FOR COOPERATIVES 


Commission recommendation No. £2, page 58 

“That the acquisition of stock in the banks for cooperatives by their borrowers 
be accelerated.”’ 

Legislation has been introduced in the Congress at the request of the Farm 
Credit Administration to attain this objective (S. 1286 and H. R. 5168). This 
legislation has been proposed pursuant to the Farm Credit Act of 1953, which called 
for recommendations of means of increasing borrower participation in ownership 
of the Federal farm credit system to the end that the investment of the United 
States in the banks for cooperatives may be retired. Under existing law stock may 
be acquired by borrowers only in relation to their loans, and such stock is subject 
to retirement upon request of the borrower after repayment of the loan. 


Commission recommendation No. 23, page 53 

“That the banks for cooperatives be required to place their holdings of United 
States securities in the Treasury in return for a non-interest-bearing credit.” 

Legislation as recommended by the Farm Credit Administration (see FCA com- 
ments on recommendation No. 22), if enacted, would result in the retirement over a 
period of years of all Government capital in these banks. 

As indicated in the footnote on page 52 of the Commission report, these banks, 
pursuant to the Farm Credit Act of 1953, pay a franchise tax measured by 25 
percent of net earnings or a rate of return on Government capital, whichever is 
lower. This in effect represents a payment to the Government for use of capital 
at rates established by law. Under these circumstances, the banks for coopera- 
tives should be permitted to invest their funds in a manner they deem most ad- 
vantageous. 

At a meeting of the presidents of the banks for cooperatives held last year, the 
presidents approved unanimously the report of a committee appointed to recom- 
mend a policy in connection with holdings of Government bonds. The report 
indicates that ownership of a reasonable amount of Government bonds by the 
banks is important for a number of reasons. Some of the reasons indicated were 
that: 

Such bonds provide liquidity and at the same time furnish income. The 
banks need quick assets in addition to cash. Government bonds make it 
possible for the banks to carry smaller cash balances. 

They furnish diversification of assets and improve the financial statement. 
This is especially important when borrowing from commercial banks or issuing 
debenture bonds. Government bonds furnish a secondary reserve to meet 
any contingency. They serve as a basis for short-term borrowings and facil- 
itate borrowings needed on short notice. 

It is noted that on page 107 of the report the Commission indicated that its 
recommendation concerning Government bonds should not include trust accounts, 
and gives in the footnote by way of explanation a quotation from the first Hoover 
Commission report which included the following: 

“Corporations engaging in insurance operations, which require reserves to 
cover losses, may justifiably invest such reserves in Government securities. In 
these cases, the confidence of the insured may be increased by a financial statement 
which includes investments in Government securities.” 

We believe that holdings of such securities are equally important, and for the 
same reason, in the financial operations of the banks for cooperatives, which 
obtain their loanable funds from the investment markets and from commercial 
lenders without Government guaranty. 


Commission recommendation No. 29, page 58 

“That (a) the $150 million stock in the banks for cooperatives held by the 
Agricultural Marketing Act revolving fund be returned to the Treasury for future 
redemption by those banks, and (b) the remaining assets and the liabilities of the 
fund be turned over to the Treasury for liquidation.”’ 

An adequate amount in the revolving fund available for use in capitalizing these 
banks, if needed, helps give assurance that these banks will be in a financial position 
to render the credit service for which they were established notwithstanding 
economic developments. 

If the proposed legislation (see comments on Commission recommendation No. 
22) providing for ultimate ownership of the banks for cooperatives by their 
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borrowers is enacted, it is believed that the Government capital will be repaid 
more rapidly if adequate funds remain available for investment by the Govern- 
ment in the banks in the event that economic conditions or a temporary emergency 
justify it. 

; As to recommendation 29 (b), the remaining assets of the fund to be liquidated, 
other than the stock in the banks for cooperatives and items which are considered 
uncollectible and have been reported to the Comptroller General, amount to 
only $146,307.61, consisting almost entirely of 1 purchase money mortgage 
which is being paid according to terms. 


COMMENTS ON RECOMMENDATIONS OF Hoover CoMMISSION REPORT ON LENDING 
AGENCIES—Marca 1955 


PRODUCTION CREDIT CORPORATIONS 


Commission recommendation No. 24, page 55 


“That the 143 production credit associations, in which the production credit 
corporations own stock, be prohibited from paying dividends to their stockholders 
until all Federal capital has been repaid.” 

On February 28, 1955, the production credit coporations owned stock amount- 
ing to $2,930,000 in only 83 production credit associations. In recent years none 
of these associations has paid a dividend, and it is our policy that associations 
holding Government capital should not pay dividends. 


Commission recommendation No. 25, page 55 


“That the production credit corporations be liquidated and that pending 
liquidation they deliver their holdings of Government bonds (which amounted to 
“—— on June 30, 1954) to the Treasury in return for non-interest-bearing 
credits. 

Steps have been taken to bring about the retirement of Government capital from 
the production credit corporations and to relieve the Government of their adminis- 
trative expenses. Identical bills, S. 1286 and H. R. 5168, which have been 
introduced in Congress at our request, among other things, would authorize 
(1) production credit associations to purchase capital stock in the production 
credit corporations: (2) the gradual return of the Government’s capital invest- 
ment in the corporations to the Treasury over a period of 10 years; and (3) the 
production credit associations to pay increasing portions of the operating expenses 
of the corporations and under normal conditions to pay all the expenses of the 
corporations by the tenth year after passage of the legislation. 

he 12 production credit corporations—one in each farm credit district—were 
established under authority of the Farm Credit Act of 1933 to organize, to provide 
supplemental capital (where needed), and to supervise production credit associa- 
tions which make short-term loans to farmers and ranch men for general agri- 
cultural purposes. 

The capital funds of the corporations not invested in class A stock of the 
associations are invested in bonds issued by the United States. The income of 
the corporation is derived principally from interest on their bond investments. 
This income is applied toward paying their operating expenses, including their 
share of the expense of the Washington office of Farm Credit Administration. The 
withdrawal of these bonds ‘and substituting non-interest-bearing credits would 
deprive the corporations of practically all of their current income, and payment 
of their expenses would rapidly deplete their accumulated surplus. Furthermore, 
the holdings of United States bonds serves as a backlog of reserve strength in 
support of the whole system. These resources, in a form available for immediate 
use, are needed to permit investments in stock of production credit associations 
where supplemental capital may be required to maintain sound credit service or 
meet emergency conditions. 

The corporations have statutory responsibilities for prescribing the credit 
policies under which the associations make their loans. They also supervise 
the operations and procedures of the associations, and have special responsiblities 
regarding the establishment of reserves, payment of dividends, investments of 
association funds, approval of interest rates, and certain personnel actions, 
They make periodic audits and operating reviews of the associations designed to 
promote efficiency and economy, simplify operating procedures, and maintain 
adequate safeguards and control of funds. 

Each production credit corporation makes an annual credit examination of each 
association in its district. This includes an analysis and classification of outstand- 
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ing loans, a review of the association’s credit policies and procedures, and an 
appraisal of the capabilities of association personnel. The corporations function 
with relatively small staffs, the majority of whom work directly with the associa- 
tion directors and officers at the association offices where the loans are being made. 
There are 498 associations which operate through about 1,600 offices and handle 
a loan volume of approximately $1% billion annually. 

The Farm Credit Administration believes that continued performance of these 
supervisory functions is necessary to the growth and development of the produc- 
tion credit associations on a sound basis as a service to American agriculture. 

As the present report of the Commission indicates, ‘‘the 1947-49 Commission on 
Organization of the Executive Branch recommended the dissolution of the 12 
production credit corporations, and the supervision of the production credit 
associations through the Federal intermediate credit banks, acting in their 
place.””’ The Farm Credit Administration expressed disagreement with that 
recommendation for the following reasons: 

The Federal intermediate credit banks are essentially banks of discount 
for agriculture. Their primary function is to discount or purchase loans 
made by primary lenders for agricultural purposes. In addition to dis- 
counts handled and loans made to production credit associations, the credit 
banks also discount agricultural paper for numerous privately capitalized 
agricultural credit corporations and, in certain cases, for commercial banks. 
If the credit banks were to assume responsibility for the supervision and 
credit policies of the production credit associations, that phase of their 
operation would be in direct competition with the other eligible financing 
institutions which use the discount facilities of the banks. 

Since the credit banks obtain their lending funds primarily through 
the sale of debentures (not guaranteed by the Government) in the invest- 
ment markets, and by borrowings from commercial banks, it is essential 
that paper offered to them for discount be analyzed objectively from an 
independent viewpoint without the complications of concurrent responsibility 
for supervising the management of and prescribing policies for the local 
lending institutions offering the paper for discount. In this respect, the 
operations of the credit banks are similar to the discounting functions of the 
Federal Reserve Banks. Separation of the discounting and supervising 
functions has long been recognized in the commerical banking structure 
where the Federal Reserve banks discount paper for commercial banks, which, 
however, are supervised by the Comptroller of the Currency or State bank- 
ing authorities. To project the intermediate credit banks into the super- 
vision of day-to-day operations of the production credit associations would 
be inconsistent with their primary functions as banks of discount. 

The Federal Farm Credit Board has reexamined this whole question and has 
arrived at the same conclusion. 

The bills now pending in Congress would eliminate Government capital from the 
production credit corporations within a reasonable period and would transfer 
the burden of their administrative costs over to the production credit associations 
through a schedule of increasing assessments for that purpose. Furthermore, 
this legislation is in conformity with the Farm Credit Act of 1953. 


COMMENTS ON RECOMMENDATIONS OF HooveR ComMiIsSsION REPORT ON LENDING 
AGENCiIES—Marca 1955 


FEDERAL INTERMEDIATE CREDIT BANKS 


Commission recommendation No, 26, page 56 


“That, in order to effect mutualization, the Federal intermediate credit banks 
charge a premium on loans to facilitate the acquisition of their stock by their 
borrowers.”’ 

In commenting upon this subject, the Commission stated that ‘‘There is no 
present premium on loans from which the Federal capital can be repaid and the 
concerns mutualized, although the Congress has insisted upon such mutualization.”’ 
There is no authority in present law under which borrowers from the Federal inter- 
mediate credit banks may acquire capital stock in these banks. Although section 
2 of the Farm Credit Act of 1953 directs the Federal Farm Credit Board to make 
recommendations as to means by which Government capital in the banks may be 
retired, it will require legislation to permit borrowers to acquire stock ownership. 
It is evident, therefore, that merely charging a “premium” on loans would not 
effect ‘“‘mutualization” of these banks. The Farm Credit Administration is con- 
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tinuing its efforts to develop plans which it can recommend to the Congress as a 
basis for converting these banks to user ownership, as contemplated by the Farm 
Credit Act of 1953. 


Commission recommendation No. 27, page 56 


“That the United States securities held by the Federal intermediate credit 
banks (amounting to $50,208,000 on June 30, 1954), be turned over to the Treasury 
either (a) to reduce the Treasury’s investment in the banks by that amount of (0) in 
return for noninterest-bearing certificates of indebtedness of the United States.’ 

Carrying out this recommendation, regardless of whether present holdings of 
bonds are surrendered (a) in retirement of capital stock, or (b) in exchange for 
noninterest-bearing securities, would seriously impair the ability of the FICB’s 
to serve agriculture. 

Alternative (a) would reduce the borrowing capacity of these banks to such an 
extent as to make it impossible for them to finance the volume of agricultural 
credit they are called upon to supply. These banks obtain their lending funds 
principally through sales of their debentures in the investment markets, and through 
other borrowings. A Federal intermediate credit bank may not, under the law, 
have outstanding debentures or similar obligations in an amount exceeding 10 
times its surplus and paid-in capital. At June 30, 1954, the 12 banks had a total 
net worth of $109,835,409, consisting of $60 million of capital stock, $2,800,000 of 
surplus paid in by the United States, and $47,035,410 of surplus reserves built up 
out of earnings. They had outstanding obligations on that date in the principal 
amount of $744,145,000, consisting of $725,295,000 of consolidated debentures and 
$18,850,000 of notes payable. These borrowings amounted to 6.78 times their 
combined net worth. If the capital of the banks had been reduced to the extent 
of $50,208,000 at June 30, the resulting debt-to-net worth ratio would have been 
12.48 to 1. It is evident, therefore, that such an action would force the banks to 
curtail their operations to the extent that they could not meet the credit needs of 
production credit associations and other financing institutions that rely upon them 
as their principle source of credit. 

Alternative (b) in the Commission’s recommendation apparently would not 
immediately reduce the net worth (capital structure) of the banks. It would, 
however, change a substantial part of the assets of the banks from highly liquid, 
readily marketable securities to securities of doubtful marketability. It is evident 
that such a change would affect adversely the ability of the banks to obtain funds 
through sales of debentures and other borrowings, particularly since the law »ro- 
vides specifically that the United States shall assume no liability for the deben- 
tures or other obligations of the intermediate credit banks. Thus, investors in 
the obligations of these banks look to the financial structure of the institutions 
issuing the securities, and to the collateral securing their obligations. The ele- 
ments of diversification of assets, amount, character, and liquidity of investments, 
the earning capacity of the banks, and other related elements have a vital bearing 
upon the marketability of the securities which they issue. 

In addition to obtaining funds through sales of debentures the Federal inter- 
mediate credit banks have frequent occasion to borrow substantial sums from 
commercial banks, usually between debenture sales dates. Such borrowings 
usually are secured by the assignment or pledge of Government bonds. Without 
a portfolio of negotiable, readily marketable bonds the banks would be seriously 
handicapped in these borrowing operations. 

In a footnote on page 107 of the report, reference is made to an explanatory 
statement that appeared in the Hoover Commission report on Federal business 
enterprises, issued in 1949. On page 11 of that report the Commission stated: 

“Corporations engaging in insurance operations, which require reserves to cover 
losses, may justifiably invest such reserves in Government securities. In these 
cases, the confidence of the insured may be increased by a financial statement 
which includes investments in Government securities.” 

Holdings of such securities are equally important, and for essentially the same 
reasons, in the financial operations of the Federal intermediate credit banks, 
which obtain their loanable funds in the investment markets and by borrowing 
from commercial banks, all without Government guaranty. 

Even if the banks were to receive non-interest-bearing obligations of the Treas- 
ury, in a form that might be pledged, and assuming that such securities would be 
acceptable to commercial banks as collateral for loans to the intermediate credit 
banks, their ability to serve agriculture still would be adversely affected, since 
their earning capacity would be substantially reduced. The net earnings of the 
banks, after payment of interest costs and other operating expenses, and absorb- 
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ing all losses from organization to June 30, 1954, have amounted to $56,251,996. 
Of this sum the banks have paid to the United States in franchise taxes the sum 
of $9,216,586, leaving surplus reserves of $47,035,410 retained in the system. 
Were it not for these surplus reserves uhe Federal intermediate credit banks either 
would be obliged to reduce the scope of their lending operations materially, or, in 
order to finance such operations within the 10-to-1 debi-to-capital ratio permitted 
by law, would be obliged to call upon the United States Treasury for most if not 
all of the $40 million in the revolving fund set up to provide additional capital for 
the system. The boards of directors and officers of these banks are charged with 
the responsibility of operating them for the benefit of agriculture. All indications 
point to a gradually increasing loan volume, the financing of which will require 
additions to the capital structure of the system. Any action which would deprive 
the management of the authority to invest the capital funds of the banks in 
income-producing assets, and otherwise to conduct the affairs of the banks in 
@ normal businesslike manner, would weaken their position in the investment 
markets and could seriously impair their ability to meet the credit needs of farm- 
ers and stockmen. 


CoMMENTs ON RECOMMENDATIONS OF Hoover CommissION REPORT ON 
Lenpina Aaencres, Marcu 1955 


FEDERAL FARM MORTGAGE CORPORATION 


Commission recommendation No. 28, pages 57-58 


“That (a) the authorization of the Federal Farm Mortgage Corporation to 
furnish $500 million of funds to the Federal land banks be rescinded, (6) the 
Federal land banks continue as liquidators of the Federal Farm Mortgage Cor- 
poration, (c) the land banks deduct liquidation costs from collections and pay 
the net collections to the Treasury, and (d) that the Congress require the mineral 
rights to be transferred immediately to the Secretary of the Interior without 
waiting for the date originally fixed by law.” 

The Federal Farm Mortgage Corporation was established by Congress in 1934 
primarily to provide funds for Land Bank Commissioner loans as a means of 
refinancing debts and providing long-term credit to farmers for other purposes 
to meet the emergency situation in agriculture at that time. The authority to 
make Commissioner loans was permitted to lapse on July 1, 1947, and since that 
time the Federal Mortgage Corporation has been in the position of liquidating 
the outstanding loans but making no new loans. About 680,000 Land Bank 
Commissioner loans were made for an amount approximating $1.2 billion. On 
December 31, 1954, 22,131 Commissioner loans remained outstanding totaling 
$12,550,000 

Loans financed by the Federal Farm Mortgage Corporation during the depres- 
sion years of the thirties were of great service to farmers and saved the farms and 
homes of several thousand farmers, and from a financial standpoint the opera- 
tions have been profitable for the Government. The Corporation paid its 
operating expenses out of interest income on its loans. Funds for loans were 
obtained to a large extent from the sale of bonds to the public and to the Treasury. 
Since the Treasury received interest on the bonds purchased, the only direct 
financial aid provided by the Government was the $200 million in capital of the 
Corporation, all of which, except for $10,000, was repaid to the Treasury several 
years ago. To date the Federal Farm Mortgage Corporation has paid dividends 
to the Treasury of $132 million. 

Our specific views follow: 

(a) At present the aggregate amount of bonds the Corporation may issue and 
have outstanding at any one time may not exceed $500 million. Since the 
authority to make Commissioner loans expired the only use the Corporation 
could make of funds obtained from the sale of bonds would be loans to the Federal 
land banks. All the Federal land banks are in strong financial position and it 
is unlikely that they will have difficulty in selling Consolidated Federal farm 
loan bonds to obtain funds for loans. It is doubtful, therefore, that the Federal 
land banks would ever need loans from the Federal Farm Mortgage Corporation, 
and we concur in this recommendation. 

(b) and (c) Since it discontinued making new loans, the Corporation has used 
the facilities of the Federal land banks in collecting the outstanding loans. 
Recently, to facilitate the liquidation of the assets of the Federal Farm Mortgage 
Corporation the Federal Farm Credit Board recommended legislation, 8. 941, 
which passed the Senate on March 8, 1955, and is now before the Committee on 
Agriculture in the House. 8S. 941 would authorize the Federal land banks to 
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purchase in bulk all assets of the Federal Farm Mortgage Corporation except 
cash, accounts receivable, and reserved mineral interests, and would provide a 
basis for early liquidation of the loans by the Corporation. By selling the assets 
in bulk to the land banks, the Corporation would be relieved of the cost of servicing 
and possible losses in the collection of loans, and the work involved in estimating 
annually the cost of servicing in each district would be eliminated. 

If 8. 941 is not enacted, we believe, however, that it would be preferable for 
the liquidation to be continued under the supervision of the Farm Credit Admin- 
istration as at present. The Federal land banks and national farm-loan associa- 
tions, which have the necessary experience and facilities to handle loans in an 
efficient manner, have been used by the Corporation in making and servicing 
Commissioner loans. Under present procedures the Federal land banks submit 
annually the estimated cost of servicing loans of the Corporation. On the basis 
of these estimates the Corporation in recent years has annually entered into a 
contract with each Federal land bank for servicing Commissioner loans, paying 
a specified amount per unit for the servicing. When the Corporation receives 
from loan collections or other sources sufficient cash to permit the payment of a 
dividend in the amount of $1 million, such dividend is paid to the Treasury. 

The general procedure followed in the servicing of Commissioner loans has 
worked very satisfactorily and we believe it would be more economical for the 
Government to continue this procedure than to have the Treasury enter into 
agreements with individual land banks for servicing Commissioner loans. Handl- 
ing of the loans by the Treasury would involve the work and expense of developing 
contacts with the Federal land banks which contacts are presently maintained 
by the Federal Farm Mortgage Corporation as an agency under the supervision 
of the Farm Credit Administration. Therefore, it would seem advantageous for 
the Corporation to continue paying the land banks on a unit basis for the servicing 
of the loans, following procedures already established. 

(d) The Federal Farm Mortgage Corporation is selling its mineral reservations 
to the owners of the surface under the provisions of Public Law 760, 81st Congress. 
These mineral reservations were obtained by reserving at the time of sale, a 
portion of the minerals in many of the farms that had been acquired by the 
Corporation as the result of delinquency on loans. Under the provisions of 
Public Law 760 any mineral reservations remaining unsold on September 7, 
1957, will be transferred to the Department of the Interior for administration. 

We believe it would be desirable for the Corporation to continue its present 
program for disposal of mineral reservations. The owners of the surface land 
in which reservations are held now understand that the transfer of mineral rights 
to the Department of the Interior will not be made until September 7, 1957, and 
that prior to that time thev have the right to purchase the mineral reservations. 
These reservations are in relatively small tracts, scattered over a large part of the 
country, and we believe sales can be handled at a much lower cost by using the 
present arrangements of the Corporation than by transferring the minerals to 
the Department of the Interior, which we understand has no facilities established 
for sale of minerals in widely scattered tracts. The date for transfer to the 
Department of the Interior is only about 2% years away. It appears to us that 
the surface owners should continue to have their present right to purchase the 
minerals, and it will be advantageous to all parties concerned to continue the 
present mineral disposal program of the Corporation. Following September 7, 
1957, the Federal Farm Mortgage Corporation will take the necessary steps to 
effect the transfers of the mineral rights as required by law. 


CoMMENTS ON RECOMMENDATIONS OF Hoover ComMIssION Report ON LENDING 
AGENCIES, Marcu 1955 


GENERAL RECOMMENDATIONS UNDER SECTION VIII APPLICABLE TO THE INSTITUTIONS 
SUPERVISED BY THE FARM CREDIT ADMINISTRATION 





Commission recommendation No. 45, pages 106-107 

“That the recommendation made by the 1947-49 Commission on Organization 
of the Executive Branch be adopted: 

““‘We recommend that all Government business enterprises be required to 
surrender to the Treasury all United States securities held, up to the amount of 
the capital furnished them by the Government, and that they receive in return 
non-interest-bearing credit in the Treasury. They should not be allowed to invest 
their idle funds in any other securities except as authorized by the Congress. 
This recommendation does not include trust accounts.’ ” 
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As the answers in connection with recommendations 23, 25, and 27 indicate, we 
do not agree with this recommendation. This recommendation appears to imply 
that when a corporation in which the United States holds stock invests any portion 
of its resources in Treasury bonds, there is a double cost to the Government, the 
first growing out of the Government’s investment in the capital stock of the cor- 
poration; the second being the interest cost on Government bonds held by the 
corporation. We do not agree that the investment of funds of the FICB’s, banks 
for cooperatives, and production credit corporations in Government obligations 
places upon the Government a burden of cost in addition to costs that may be 
attributable to the ownership of the capital stock. Purchases (and sales) of 
Treasury obligations by these institutions, in the open market, do not increase (or 
decrease) the public debt; nor do such transactions affect the total interest costs 
borne by the Treasury. 


Commission recommendation No. 46, pages 107-108 


“That all nonmutualized agencies engaged in lending, guaranteeing, and 
insurance be required to report each year to the Congress and the Treasury in a 
form determined by the General Accounting Office the total amount by which 
earned income failed in the previous year to cover: 

“‘(a) Operating expenses; 

“(b) Interest on advances by the Government at a rate equal to that on 
the publie debt of comparable maturity; 

*“‘(c) Losses on loans or investments; 

‘(d) Reserves against losses; and 

“‘(e) If the agency is not paying a return on the Government’s investment, 
interest received on holdings of United States securities up to the amount of 
the Government’s investment.” 

We see no objection to this recommendation until such time as an agency 
embarks upon a program of mutualization such as contemplated under 8. 1286 
and H. R. 5168 which has been proposed pursuant to the Farm Credit Act of 1953. 


Commission recommendation No. 47, page 110 


“That a representative of the Secretary of the Treasury sit ex officio on all boards 
or commissions having the power to affect the fiscal policy of the United States. 
His major function when serving in this capacity would be to convey to such 
agencies the credit policy of the Federal Government.” 

Although no longer engaged in lending the Federal Farm Mortgage Corporation 
has as an ex officio member of its board a representative of the Secretary of the 
Treasury. The FICB’s and BC’s are required under the Government Corporation 
Control Act to work closely with the Treasury when debenture sales are planned 
and while the Federal land banks are not under such requirements, the policy 
of the FCA has been to seek the advice and counsel of Treasury officials prior to 
the issuance by agencies under its supervision of securities for public offering. 
With respect to Farm Credit Administration and agencies under its supervision, 
we believe this is a more effective way to achieve the objectives of this recommen- 
dation. 





APPENDIX 7—COMMENTS OF THE BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM 


Boarp or GOVERNORS OF THE FEDERAL RESERVE System, 
Washington, April 21, 1955, 
Hon. Wiiiram L. Dawson, 
Chairman, House Committee on Government Operations, 
House Office Building, Washington 25, D. C. 


Dear Mr. CuHarrMan: This is in reply to your request of March 18, 1955, for 
information as to the effects on functions of the Federal Reserve System of 
recommendations concerning lending, guaranteeing, and insurance activities in 
the report of the Commission on Organization of the Executive Branch of the 
Government, and for any other relevant comments on the report. 

Although the report makes no specific recommendation regarding the Federal 
Reserve System, recommendation No. 47 reads as follows: ‘‘That a representative 
of the Secretary of the Treasury sit ex officio on all boards or commissions having 
the power to affect the fiscal policy of the United States. His major functions 
when serving in this capacity would be to convey to such agencies the credit 
policy of the Federal Government.”’ We assume that the wording ‘“‘to affect the 
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fiscal policy of the United States and to convey * * * the credit policy of the 
Federal Government” was not intended as a recommendation that a representative 
of the Secretary of the Treasury be made an ex officio member of the Board of 
Governors. The Board feels that such an arrangement would be undesirable for 
the reasons indicated in the Board’s reply to question I1.6 (b) of the questionnaire 
of subcommittee of the Joint Congressional Committee on the Economic Report, 
November 1949. A copy of this reply is attached. 

Comment seems desirable on a few other portions of the report text. 

The table on page 93 under miscellaneous loans contains a reference to ‘‘certain 
Treasury advances to the Federal Reserve banks for industrial loans—$27.5 
million.”” These funds were advances as provided by section 13b of the Federal 
Reserve Act enacted on June 19, 1934; they are carried on the balance sheet of 
the Federal Reserve banks as surplus; and the Federal Reserve on several occasions 
has asked the Congress to authorize their repayment to the Treasury. 

In table VI Agencies Primarily to Finanee Business (p. 78), the report shows 
Federal Reserve bank loans on June 30, 1954 totaling $37.9 million. Of this 
total, some $21.7 million represented discounts and advances for member hanks 
and $15 million represented loans on gold to foreign monetary authorities. Only 
$1.2 million of these Joans were advances to industrial and commercial businesses 
and properly considered as business financing directly. 

The $1.2 million of Federal Reserve bank loans to industrial and commercial 
enterprises outstanding on June 30, 1954 were extended under the authority of 
section 13b of the Federal Reserve Act previously referred to. That legislation 
authorized the Federal Reserve banks, within prescribed limitations, to make 
credit available to meet the working capital needs of established industrial and 
commercial enterprises when such credit was unavailable from usual sources on 
a reasonable basis. The authority was actively used in the depression and recovery 
years of the middle and late thirties, but has had only intermittent use since then. 
The amount of such loans outstanding has declined since the thirties and on 
April 13, 1955 amounted to only $653,000. 

This report at various points refers to the Federal Reserve banks as one of 
severa! types of Federal lending agencies. The Federal Reserve System, including 
the Board of Governors in Washington and the twelve Federal Reserve banks, 
comprise the central banking organization of the United States. The System’s 
primary functions are: (1) to provide the economy with a flow of credit and 
money geared to high levels of employment, orderly growth, and a stable value 
for the dollar; (2) to serve as a lender of last resort for the banking system in 
times of emergency; and (3) to participate with other Federal and State super- 
visory authorities in providing an effective supervision of banking. Its assets 
consist chiefly of gold certificates and other currency, eligible securities purchased 
in the open market, and discounts of member banks. Its investing and lending 
power is not to be used for profit, but for the purpose of influencing credit and 
monetary conditions in the general public interest. The Federal Reserve banks 
are not subject to the Government Corporation Control Act, as might be inter- 
preted from the report, because the benefits of such coverage are otherwise 
achieved through provisions of the Federal Reserve Act. 

Needless to say, the Board is pleased with the following statement in the 
Commission’s report: 

“This Commission has no recommendations as to the Federal Reserve System. 
It is mentioned here because as a mutualized institution it is a bridge between 
private enterprise and Government, it has amply proved the value of that form 
of organization where intervention of Government is necessary. During the 42 
years since its foundation in 1913 it has functioned efficiently without a taint of 
mismanagement or corruption.” 

Sincerely yours, 
(Signed) Wm. McC. Martin, Jr. 


“6 (b). What would be the advantages and disadvantages of providing that the 
Secretary of the Treasury should be a member of the Federal Reserve Board? 
Would you favor such a provision?” 

For many years prior to the enactment of the Banking Act of 1935 the Secre- 
tary of the Treasury was an ex officio member of the Federal Reserve Board. 
Experience demonstrated, however, that this arrangement had serious dis- 
advantages. Being fully occupied with the extensive duties of his own Depart- 
ment for which he was primarily responsible, the Secretary was unable to devote 
adequate attention to the problems of the Board or to attend its meetings with 


regularity. Today the burden of official responsibilities borne by the Secretary 
1s even greater. 
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In the course of hearings on the Banking Act of 1935, both Senator Glass and 
Senator McAdoo, each of whom had previously occupied the office of Secretary 
of the Treasury at a time when the Secretary was also ex officio Chairman of the 
Reserve Board, expressed the opinion that the Secretary should not be a member 
of the Board. During the same hearings, Secretary of the Treasury Morgenthau, 
who was at the time ex officio Chairman of the Board, indicated that he believed 
the various controls of credit should be centered in a Government agency which 
should be as independent as possible in its determinations of credit policies. 

The closest working arrangement now exists between the Treasury and the 
Federal Reserve, with constant consultation in all matters of mutual concern 
and a full appreciation of the responsibilities placed upon both. There is there- 
fore no need for restoring the ex officio status of the Secretary on the Reserve 
Board. 


APPENDIX 8—COMMENTS OF THE FOREIGN OPERATIONS 
ADMINISTRATION 


FOREIGN OPERATIONS ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington 25, D. C., April 26, 1955. 
Hon. Witutram L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Dawson: Your letter of March 18 requests my comments on any 
recommendations in the Hoover Commission’s Report on Lending, Guaranteeing 
and Insurance Activities which directly or indirectly affect the functions of the 
Foreign Operations Administration. 

None of the recommendations actually mentions the Foreign Operations 
Administration. The Commission notes that it will amply discuss foreign opera- 
tions in its report on Overseas Economic Operations. One of the recommenda- 
tions does, however, directly affect the foreign operations of the United States 
Government. Recommendation No. 38 states: 

““That— 

(a) The Export-Import Bank cease normal commercial short-term 
import-export loans; 

“*(b) The Export-Import Bank be set up as the sole Federal instrumentality 
for making long-term export loans, loans for development of foreign resources, 
and loans to foreign governments; and 

“‘(c) Congress provide by annual appropriation the funds necessary for the 
purposes described in (b).” 

This recommendation would seem to suggest that responsibility for all loans 
to be made for economic development or defense support in foreign nations should 
be transferred to the Export-Import Bank. This would alter a longstanding 
legislative practice of permitting, and even requiring, loans by the agency ad- 
ministering foreign assistance. The Export-Import Bank has always acted as 
agent for the fiscal administration of those loans programed by the assistance 
agency. The loans have not been made, however, from Export-Import Bank 
funds or under the Export-Import Bank authority. At present the Mutual 
Security Act of 1954 requires that of the funds made available by the act, $200 
million may be advanced to fereign countries only on terms of repayment. These 
loans are negotiated by State Department and the Foreign Operations Adminis- 
tration as an integral part of the President’s mutual-security program to assist 
in the economic development and defense support of friendly foreign nations. 
In addition, the Foreign Operations Administration is assigned responsibility by 
Executive Order 10560 for determining the manner in which the loans for pro- 
moting multilateral trade and economic development abroad under the Agri- 
cultural Trade and Development Assistance Act of 1954 shall be made. It 
would seem to me that transferring these 2 loan functions ‘to the Export-Import 
Bank would be unfortunate in 2 respects. The coordination of programs of 
assistance to individual countries would be made more difficult and it would be 
difficult to provide assistance that might be important for mutual-security reasons 
and still maintain the character of the Export-Import Bank as a bank, lending on 
banking principles. 
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It also seems to me that the economy of the United States, as well as the 
economic development of our allies, would be hampered by a decision that the bank 
“cease normal commercial short-term import-export loans,”’ if by this is meant the 
types of loans from 3 to 7 years which the bank has been making to facilitate the 
export of productive capital equipment. I do not believe that past operations of 
the bank have competed with private enterprise. If American producers are to 
continue to play a major role in providing equipment to the developing nations of 
the world, the need for such export assistance will increase, rather than diminish 
as the report suggests; over the past several years representatives of many major 
American firms have confirmed this fact to me. 

The report also states that the potentialities for the International Bank ‘“‘should, 
in many instances, relieve demands on the reorganized Export-Import Bank.” 
This is undoubtedly true. I do not think it should indicate, however, that there is 
any less need for an Export-Import Bank with broad authority. The United States 
needs a lending agency of its own to further United States policy. Moreover, 
there are countries in which the International Bank cannot lend because they are 
not members, and desirable projects to which the bank cannot lend because they 
are to be carried out by private enterprise without the guaranty of a government. 

In my opinion recommendation No. 38 would not result in net economies for the 
United States Government. The overall effect of the adoption of this recommen- 
dation would not be desirable. 

I would note, however, that the relationship of the views that have been ex- 
pressed herein to the program of the President have not as yet been determined, 
and that this report should not be construed as a commitment regarding legislation 
which has been or may be proposed to carry out the recommendations of the Com- 
mission on Organization of the Executive Branch. 

Sincerely yours, 
(Signed) Haroup E, Strassen. 


APPENDIX 9—COMMENTS OF THE GENERAL SERVICES 
ADMINISTRATION 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., May 6, 1955. 
Re Hoover Commission Report on Lending and Related Activities. 


Hon. Writuram L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington 25, D. C. 

Dear CoNGRESSMAN Dawson: Your letter of March 18 requested information 
regarding Hoover Commission recommendations on lending and related activities 
which affect the functions of this agency. 

The Commission made no recommendations on the loan and guaranty activities 
of GSA. GSA would not be appreciably affected by recommendations with 
respect to operations of other agencies. We would be affected only to a minor 
degree by the Commission’s general recommendations. 

The lending and guaranteeing activities of GSA are largely incidental to defense 
procurement programs. Operations relating primarily to defease procurement 
were not reviewed by the Commission. 

Our other credit operations relate to the sale of surplus Government realty and 
the administration of certain electric power revenue bonds which resulted from 
Federal emergency relief activities in the 1930’s. The Commission made no 
recommendations on these operations. However, efforts are being made to 
encourage prepayment of outstanding notes on surplus realty. Disposal of the 
revenue bonds may require legislative action. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee. 

Cordially yours, 
Epmunp F. Mansure, Administrator. 
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APPENDIX 10—COMMENTS OF THE HOUSING AND HOME FINANCE 
AGENCY 


Hovusinc AND Home FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., May 23, 1955. 
Hon. Wituram L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington 25, D. C. 


Dear ConGREsSSMAN Dawson: In response to your letter of March 18, 1955, I 
am pleased to submit herewith my views on each of the recommendations affecting 
the Housing and Home Finance Agency which have been presented to the Congress 
by the Commission on Organization of the Executive Branch of the Government 
in its report on lending, guaranteeing, and insuring activities. These are the 
first 21 recommendations of the report, with the exception of No. 9, which has 
reference to the guaranteed loan program of the Veterans’ Administration. My 
general comments follow in the order of the recommendations, except that No. 
14 is considered jointly with Nos. 16 and 17 because of the close similarity of the 
three. An analysis of the recommendations in the light of the four specific 
questions raised in your letter will follow: 


Recommendation No. 1 


“That the law limiting the right of the Federal Savings and Loan Insurance 
Corporation to repay the federally owned capital stock be repealed and that the 
Federal Savings and Loan Insurance Corporation be required to surrender to the 
Treasury $66,800,000 of the Government securities that it holds either (1) in full 
repayment of the remaining investment of the Government in the capital stock of 
the Corporation, or (2) in exchange for a non-interest-bearing credit in an equiva- 
lent amount.” 

The Federal Savings and Loan Insurance Corporation was chartered in 1934 un- 
der the provisions of the National Housing Act, with capital stock of $100 million. 
In 1950, the act was amended to direct the Insurance Corporation to retire the 
Government stock by applying to that purpose an amount equal to 50 percent of 
its net income each year. Under that provision, the original investment of $100 
million had been reduced by last June 30 to less than $67 million, and it estimated 
that by the end of this fiscal year it will be reduced to a little under $55 million. 
The Corporation estimates that the entire amount will have been retired under 
the present law by June 30, 1959. We believe, accordingly, that there is now in 
effect a formula providing for the orderly retirement of the Government stock at a 
rather rapid rate, and that the process will complete itself under that formula in 
the relatively near future. 

The basic purpose of the Commission’s recommendation seems to be to elimi- 
nate the present situation under which the capital is invested in interest-bearing 
notes and securities of the Government. It would appear that the simplest and 
most practicable step would be to convert the amount of the present capital 
investment in the corporation into some form of non-interest-bearing certificate 
along the lines of the Commission’s alternative suggestion. Such a step would 
have no immediate effect on the Corporation’s reserve position, and would permit 
the process of orderly retirement under the present law to complete itself. 


Recommendation No. 2 


“That either the authority to transfer funds given to the Administrator of the 
Housing and Home Finance Agency, insofar as the Home Loan Bank System is 
concerned, be rescinded, or alternatively, that the Home Loan Bank System, 
including the Federal Savings and Loan Insurance Corporation, be given inde- 
pendent status similar to that of the Federal Reserve System.”’ 

I think it is important to note first that this recommendation rests on a false 
premise. The Commission apparently was under the impression that the lan- 
guage enacted in the Independent Offices Appropriation Act, 1955, defining the 
supervisory and coordinating powers of the Administrator, would authorize him 
to transfer funds out of the trust funds administered by the Home Loan Bank 
Board or perhaps out of the home-loan banks themselves. I think it is entirely 
clear from the statutory language, however, that this is not the case. The power 
to transfer funds is expressly directed to administrative expense funds. The 
problem to which this recommendation is addressed, therefore, does not in fact 
exist. 

The alternative recommendation that the Home Loan Bank Board should be 
made an independent agency would not be in accord with the program of the 
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President. It seems clear that the activities of the Board and its constituent units 
have an impact upon a sector of the national economy of such size and importance 
that there must be some method provided for coordinating the Board’s policies 
and actions with the general economic and fiscal policies of the Government. In 
addition, of course, good management requires that such an activity receive general 
supervision and coordination by some official familiar with this form of housing 
finance and its interrelations with other Government programs. It would be 
unreasonable to impose the burden of such supervision and coordination personally 
upon the Chief Executive or his immediate staff in the White House. Accordingly, 
if the Home Loan Bank Board were to be separated from the Housing and Home 
Finance Agency, it would be necessary to devise some other feasible means for 
bringing about such coordination. It is not apparent to me that other means 
are available which offer appreciable advantages over the existing setup. 


Recommendation No. 8 


“That the authorization of the Secretary of the Treasury to lend to the Home 
Loan Bank System $1 billion and the Federal Savings and Loan Insurance 
Corporation $750 million be carried on the Treasury statement as contingent 
liabilities.”’ 

The authority of the Federal home loan banks to borrow $1 billion and that of 
the Federal Savings and Loan Insurance Corporation to borrow $750 million are 
listed along with authorizations for other agencies to borrow from the Secretary of 
the Treasury in the annual report, Combined Statement of Receipts, Expendi- 
tures and Balances of the United States Government. In the annual report for 
the fiscal year ended June 30, 1954, these items appear in table 7, page 390. The 
authorizations also appear in the President’s budget. The items do not appear in 
the daily statement of the United States Treasury. Although this is properly a 
matter for Treasury consideration, there would be no objection on our part to 
having these two contingent liabilities carried on Treasury fiscal statements as a 
footnote or in whatever other manner the Treasury deems appropriate. 


Recommendation No. 4 


“That no person be permitted to serve as a member of the Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation at the same time.” 

I do not agree that the Home Loan Bank Board should be separate and distinct 
from a board or other managerial body administering the affairs of the Federal 
Savings and Loan Insurance Corporation. Both the Home Loan Bank Board and 
the Federal Savings and Loan Insurance Corporation are concerned with the opera- 
tions of savings and loan associations, and the existence of two boards could result 
in conflicts of policy and confusion in the industry. Furthermore, such organiza- 
tion would be much less economical than the present one wherein the HLBB and 
FSLIC have common administrative services, utilize ths services of one examining 
division, and accumulate jointly knowledge and information about the industry 
as a whole and about the operation of specific savings and loan associations. 


Recommendation No. 5 


“That studies be made of prospective foreclosure and loss experience of all 
phases of the Government’s housing programs.” 

I am in agreement with the purpose of this recommendation. The foreclosure 
and loss experience under the FH A’s various insurance programs and the adequacy 
of reserves against losses are the subject of continual study, of course, by the FHA 
actuarial technicians. You may recall that the Congress adopted substantial 
changes in the statutory provisions to strengthen reserves in 1953 and again in 
1954 upon this agency’s recommendation. 

In this connection, the President’s Advisory Committee on Government 
Housing Policies and Programs recommended that ‘‘an objective and independent 
long-range study of prospective foreclosure and loss experience of the FHA’s 
insurance programs should be made.” Such a study has recently been initiated 
by the Institute of Urban Land and Housing Studies of Columbia University in 
New York City under the direction of Prof. Ernest M. Fisher. The study is 
financed by private funds contributed by the Life Insurance Association of 
America, the Mortgage Bankers Association of America, the National Association 
of Mutual Savings Banks, and the United States Savings and Loan League. 
FHA is cooperating fully by providing information which may be helpful and by 
making its actuarial staff available for consultation. The results of the study 
will, of course, be made available to FHA. 

Other agency programs not under the jurisdiction of the FHA are wholly 
different in nature from the mortgage insurance operation. The Government 
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has made fully collateralized loans, as in the case of the college housing program, 
or through the Federal National Mortgage Association has purchased FHA- 
insured and VA-guaranteed loans. The experience with college housing has been 
relatively limited but the Government has experienced no losses, and the program 
is being operated conservatively so as to minimize potential losses. Under the 
FNMA program, the’ prospects of losses to FNMA through foreclosures are 
similar to those faced by private holders of FH A-insured and VA-guaranteed loans. 
I believe that the continual review and study of these special programs which is 
being carried on by the agency’s staff is adequate to achieve the objectives of the 
recommendation that they be studied. 


Recommendation No. 6 


“That, with a view to assuring better appraisal and cost estimates, securing 
more substantial and continued owners’ interest in maintenance, and the elimina- 
tion of windfalls, the whole organization of the apartment house program be 
further tightened up and full advantage taken of the commendable provisions 
of the Housing Act of 1954.” 

The combination of legislative provisions in the Housing Act of 1954 and of 
administrative actions supplementing these provisions is believed to have estab- 
lished ample protection against a future repetition of windfall abuses: ‘ The 
section 608 insurance program was, of course, terminated several years ago. 

The Housing Act of 1954 specifically provided for certification of costs by the 
mortgagor-sponsor under all FHA multifamily programs which include section 
207, section 213, section 220, section 221, section 803 (Wherry Act), sections 903 
and 908. The cooperative housing program of section 213 was further amended 
to base insurable mortgage amounts on appriased valuations rather than estimates 
of replacement costs. The new mortgage insurance programs under sections 
220, 221, and 222, all relate maximum insurable mortgages to appraised values. 
Furthermore, a new section of the National Housing Act, section 512, provides 
specific authority for the FHA Commissioner to refuse further participation in 
FHA insurance programs to builders, lenders, or others who are found by the 
Commissioner to have abused the privileges of participation in the program. 
This is currently being done. 

Additional safeguards against misuse of FHA programs have been provided 
administratively. The principal measures of this type have been (1) extensive 
reorganization of the headquarters and field office staffs to clarify authority and 
increase the effectiveness of supervision; (2) revisions in the processing of mortgage 
insurance applications to protect against possible windfalls; (3) explicit limitation 
against multiple mortgages on rental projects totaling more than $5 million except 
with headquarters approval, and provision for headquarters review of project 
applications exeeding $3 million in mortgage amount; (4) revision of the form of 
corporate charter required or stipulated for multifamily rental projects; (5) 
inclusion in insurance contracts of requirements for annual property inspection 
by mortgagees; and (6) recent establishment of a new procedure to obtain previous 
participation experience of builders and sponsors in all FHA programs to permit 
FHA to avoid a repetition of former abuses revealed in investigations made last 
year. 

We believe that these actions already taken carry out the intent of this reeom- 
mendation of the Commission, 

Recommendation No. 7 

(a) That the President be given the authority to increase equities required on 
new mortgages insured by the Federal Housing Administration; and 

‘‘(b) More extensive use be made of the principle of sharing the risk on insured 
loans with the Government by the institutions making such loans.” 

(a) The President’s Economic Report to Congress last January contained a 
similar recommendation. 

I agree that authority should exist to permit an adjustment of Government- 
aided morgage terms in the interest of economic stabilization. It has been pointed 
out, however, that both the FHA and the Veterans’ Administration now have 
authority to increase equity requirements for Government-assisted mortgage 
loans and, in fact, did so at the direction of the President in July 1950. 

(b) There may well be merit to the Commission’s view that there should be 
greater sharing of risk by the lenders under the FHA programs. Many people 
feel that the element of risk now borne by the lender—the uncertain market for 
debentures, and the uncertain recovery on certificates of claim covering part or 
all of foreclosure costs and other mortgagee expenses—constitute a sort of coinsur- 
ance and are sufficient in themselves. FHA believes that premium income related 
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to losses has indicated a favorable loss ratio over the years and has provided 
adequate reserves. However, we should not foreclose the possibility that addi- 
tional incentives can be found which will encourage lenders to protect more care- 
fully the quality of the mortgage loans that they originate under Government 
insurance. 

However, I think it is important that any approach to this question should 
start from full recognition that the existing FHA insurance system has done and 
is doing a tremendous job for the housing economy and the housing supply of the 
Nation. Means are constantly being sought to improve the quality of the housing 
produced and of the credit generated under the system. These are desirable 
objectives. But it is important that we not make ill-considered changes which, 
by making insured mortgages materially less desirable to primary or secondary 
lenders, might have unforeseen consequences far more important even than the 
problems to which these measures were addressed. 

The Commission, of course, has not put forward any specific proposals which 
could be studied and measured against the considerations mentioned above. I 
am convinced that in this area generalizations must be mistrusted, and that 
valid conclusions can be drawn only in terms of the evaluation of specific measures 
proposed, and after full consultation with the hest informed people in the field, 
both'in Government and in industry. 


Recommendation No. 8 


“That the Federal Housing Administration be reogranized in such a@ manner 
that it will provide its own financing without having to call on the Government 
for funds, subject however to Federal regulation. The home-loan banks and the 
Federal Savings and Loan Insurance Corporation are examples which might be 
followed.” 

This is not an easy recommendation to interpret. In fact the Hoover Com- 
mission itself indicates that mutualization is susceptible to a variety of interpreta- 
tions (pp. 11-14). In discussing Government agencies which have already been 
mutualized, the Commission says: “The method of organization, the financial 
structure, and the mode of operation of these mutualized credit agencies are, 
however, not uniform. This is a consequence of the diversity of objectives and 
of methods of these enterprises. Since the agencies which we recommend be 
mutualized serve a variety of functions no uniform pattern for their mutuglization 
is applicable.’ [Emphasis supplied.] In general, it is apparently the Com- 
mission’s view that a mutualized agency is one which pays its own way by charging 
users sufficient fees to cover operating expenses and to permit accumulation of 
necessary reserves, and one which is managed on a sound, businesslike basis. 
In our study, therefore, we have sought to identify the possible interpretations 
of mutualization which might be applied to the FHA and to evaluate them in the 
light of whether or not they would further the Commission’s basic objectives 
without jeopardizing the broad Government purposes for which FHA was estab- 
lished. 

The first, and perhaps the most obvious interpretation which can be put on the 
Hoover Commission recommendation is to conclude that FHA is already mutual- 
ized. As it is presently constituted, FHA makes no call upon the Government 
for operating funds; it has no Government capital; it pays its own expenses with 
fees and premiums collected from users, and it maintains a substantial reserve 
against losses. Indeed, in listing the agencies which have already been mutualized 
(p. 12 of the report) the Hoover Commission made the following footnote: “The 
Federal Housing Administration might be added to this list; but mutualization 
has not been formalized.” 

At the other extreme, it is possible to interpret the Hoover Commission recom- 
mendation to mean that FHA should become, immediately or gradually, a wholly 
privately owned insurance corporation with no authority to issue guaranteed 
debentures (which place the credit of the United States behind FHA’s insurance 
contracts) and no support of any kind from the Treasury. If the basic Govern- 
ment purposes inherent in the FHA program are to be retained, this interpretation 
appears to be completely unrealistic for several reasons. Although the possibility 
is remote that FHA will ever have to issue guaranteed debentures for more than 
a fraction of its outstanding loan insurance, the Government’s pledge to do so is 
an essential condition to the origination or purchase of FHA-insured mortgages 
by lenders. Without the Government guaranty of debentures the FHA mortgage 
insurance system as embodied in present legislation probably would not work. 
A privately held FHA would have to build up such a great reserve against losses 
that the independent accumulation of such reserves from premiums would make 
the cost of its insurance prohibitive. In addition, Federal and State chartered 
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banks, savings and loan associations, and insurance companies are legally per- 
mitted to make mortgage loans on FHA terms only if these mortgages are guaran- 
teed by the Government. Thus, this interpretation of the Commission’s recom- 
mendations would not mutualize FHA, it would eliminate it. 

By another interpretation, mutualization might be construed to mean that 
FHA should be organized as a Government-chartered corporation or trust with 
Government support taking the form of a limited authority to borrow from the 
Treasury rather than the present guaranty of debentures. Such a corporation 
would presumably be managed by a board of directors appointed by the Presi- 
dent. ‘The mention of the home-loan banks and the Federal Savings and Loan 
Insurance Corporation in the Hoover Commission recommendation on FHA 
suggests this approach. (As we have noted, other references in the Commission’s 
report suggest that FHA is already mutualized.) 

The basic question to be asked, in analyzing this interpretation of mutualiza- 
tion, is whether or not the broad Government purposes embodied in the FHA 
program could continue to be carried out. Mortgage insurance issued by such 
an organization would probably not be acceptable to most lenders. The Gov- 
ernment guaranty of debentures issued in case of default represents a very much 
stronger inducement for leaders to participate in the program than would be the 
case if FHA insurance were supported only by its limited authority to borrow 
from the Treasury. It is doubtful whether mortgages insured by an organization 
with this form of Government support would be salable at anything approaching 
par. It is certain that mortgages written on the terms authorized by the National 
Housing Act would not be originated under such a system. 

We have already mentioned one of the legal problems involved in the elimina- 
tion of the Government guaranty. Present State enabling legislation would 
almost certainly not permit lending institutions to make mortgage loans insured 
by such an organizétion if the terms were more liberal than those normally per- 
mitted under State laws affecting these institutions. In an FHA constituted in 
this way the Board of Directors could be expected to select risks on the basis of 
normal banking judgments. They would hardly find it prudent to insure loans 
for many of the special and highly important purposes now embodied in the FHA 
program. Based on a pure business judgment, mortgage loans for military hous- 
ing (title VIII), housing to support urban renewal activities (sees, 220 and 221), 
defense housing (title IX), and liberal-ratio loans for cooperative housing (sec. 
213) would probably not be acceptable risks and would be rejected by an FHA 
constituted in this way. Construction of housing for these purposes has been 
declared to be in the national interests by both the President and the Congress. 
This approach to the mutualization of FHA leaves unanswered the question of 
how the Government would facilitate and encourage the private production of 
housing of these types. 

Thus, it appears upon close analysis that the establishment of FHA as a Govern- 
ment-chartered corporation supported only by a limited authority to borrow from 
the Treasury, would bemore than a mutualization. It would, of necessity, con- 
stitute a basic change in the character and scope of the present FHA program. 
The authority to borrow from the Treasury has proved to be an adequate and 
appropriate form of Government support for the home-loan banks. However, 
this is a central banking system and not a mortgage-insurance operation. To 
turn FHA into a Government-chartered corporation supported only by a limited 
authority to borrow from the Treasury would require it to act in a manner con- 
sistent with its changed character. This would materially change and substan- 
tially narrow the present scope of FHA operations. 

It should be noted, however, that the proposal that FHA be administered by a 
Board rather than a single Administrator can be considered separately from the 
question of the type of Government support provided. One industry group which 
has considered the problem favors management of FHA by a Board of Directors 
but insists that it is essential to maintain the present form of debenture guaranty. 
They argue that a Board of Directors would give FHA more continuity of manage- 
ment, and sounder, more businesslike policies and direction. 

Mutualization of FHA could also be given a fourth interpretation—that FHA 
should remain essentially as is, including the Government guaranty of debentures, 
but that it should limit its activities to mortgages which are economically sound. 
On the basis of this interpretation FHA would presumably only insure mortgages 
which, on purely business grounds, it considered economically safe risks. It 
would also raise its premium rates, as required, build up its reserves, require lenders 
to take a larger share of the risk, and in other ways act like a private insuring 
agency. 
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This interpretation of mutualization raises several important questions. The 
first concerns whether or not FHA operations are actually unsound. Some argue 
that, based on over 20 years’ experience, all of FHA’s insurance operations have 
been sound. They remind us that reserves have always covered losses and FHA 
has never had to call on the Treasury to pay off its debentures. They claim the 
various insurance funds are all solvent and that FHA’s major reserves are adequate 
for any foreseeable contingency and that all FHA reserves are being increased 
continually. The fact is that as of the end of 1954 FHA’s reserves amounted to 
2.13 percent of all insurance in force. The Federal Deposit Insurance Corpora- 
tion’s’ reserves amounted to 1.37 percent of insured deposits, and those of the 
Federal Savings and Loan Insurance Corporation were sixty-four one-hundredths 
of 1 percent of insurance liability. On the other hand, others hold that many of 
the special purpose programs represent risks which are unsound, which puts the 
FHA insurance reserves in jeopardy and which are incompatible with the basic 
principles on which FHA was founded. This opinion also asserts that FHA’s 
reserves for losses in connection with its normal programs are inadequate. 

It seems clear that some of these differences of opinion about the soundness of 
FHA operations rest on a confusion between the kind of risk which a private 
business can prudently undertake and one which the Federal Government can 
safely assume. However, the question raised is a legitimate one which deserves 
careful consideration. It is certainly desirable that FHA’s operations should be 
carried out on the soundest possible basis with a minimum of risk to the Gov- 
ernment. 

If it is assumed that certain of the FHA programs are unsound and therefore 
should be removed from FHA, then this interpretation of mutuality leaves such 
problems as military, defense, and urban renewal housing unanswered. This 
approach would take such programs out of FHA because they are unsound. It 
does not tell us how else the Government would carry them out. 

On the basis of our study, I believe that there is no merit in the idea of turning 
FHA into a wholly privately owned insurance corporation or the proposal to set 
it up as a Government chartered corporation supported only by the authority to 
borrow from the Treasury. I think it is clear that either of these moves would 
so substantially change the present FHA as to virtually destroy its effectiveness. 
This, I think, is inconsistent with the public interest and the Government’s 
established objectives in the housing field. 

The version of mutualization which would confine the FHA’s operations to 
economically sound risks, with an appropriate increase of premiums and reserves 
as required, is an idea which deserves the most careful study. This would involve 
a thorough review of the adequacy of FHA’s reserves as protection against the 
risks it is now assuming. Such astudy should give us a basis for determining which 
of FHA’s programs are, in fact, unsound. It should also give consideration to 
whether such risks could be soundly undertaken if the premium rate were higher 
or whether they are of such an uneconomic nature as to require the Government 
to support them through grants or more direct subsidies. Implicit in this question 
also is the development of alternate methods for carrying out the programs, if any, 
which are found to be inappropriate for FHA mortgage insurance. 

Because this is a complex and difficult question, I am not in a position to make 
specific recommendations upon it now. As part of its regular operations, FHA 
is continually studying the sufficiency of its resources as protection against the 
risks it is assuming. In addition, an independent research group, financed with 
private funds, is now making a study of certain aspects of FHA’s loss experience. 
We should await the outcome of this independent research, and, at the same time, 
FHA should intensify its own study of the soundness of its operations and the 
adequacy of its reserves. In another of its recommendations the Hoover Com- 
mission proposes such a study. An independent study of this matter was also 
proposed last year by the President’s Advisory Committee on Government Hous- 
ing Policies and Programs. 

There remains the proposal to place the management of FHA in the hands of 
a board of directors while retaining the present character of Government support. 
The proponents of this idea feel that it would give FHA a sounder, more business- 
like management and one which was removed from political influence. Implicit 
in this proposal also is the separation of FHA from the Housing and Home Finance 
Agency. 

The organizational questions involving FHA have been studied repeatedly over 
the years. Most recently the question was looked into thoroughly by the Presi- 
dent’s Advisory Committee on Government Housing Policies and Programs. The 
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comments in the Committee’s report, which adopted the recommendation of its 
subcommittee on this point, are relevant here: 

“Your subcommittee has seriously considered the possibility of divorcing the 
grant-in-aid programs now under the housing agency from self-supporting business- 
type activities. While there is much which is appealing to the subcommittee in 
this approach, we have finally concluded that such a surgical cure would probably 
be more detrimental from the standpoint of sound management of the executive 
branch than would be a tighter reorganization of all housing functions within a 
single overall agency.” 

I continue to believe, after the most careful study, that sound managemrent of 
the Government’s many-sided housing activities requires a single housing agency 
and one which includes the FHA. also believe there is no sound case to be 
made for the increased efficiency of a board over a single administrator. In fact, 
when the job to be done is an administrative one and not a quasi-judicial one, 
I believe experience argues in favor of a single administrator. 


Recommendation No. 10 


“That if the inclusion of the special assistance functions in the Federal National 
Mortgage Association interferes with the reorganization of that agency as pre- 
scribed by the Congress, these functions be transferred to some other agency.” 

This recommendation implies the possibility of a conflict of interest between 
the conduct of special assistance functions and of the secondary mortgage market 
operations. Such a conflict has not arisen and is not anticipated. The Associa- 
tion has for several years administered a series of special programs and, in so 
doing, has developed and refined new operating techniques, has assembled a 
staff of experienced personnel, and has conducted a successful business operation. 
Many of the activities that were conducted by the Association prior to November 
1, 1954, are closely analogous to the special assistance functions which the Asso- 
ciation is authorized to conduct under section 305 of the new FNMA Charter 
Act. The better known among the special programs that were administered by 
the Association prior to November 1 included FN MA’s financial participation in 
the development of defense, military, disaster, Alaska, and cooperative housing, 
and in rendering assistance in connection with the VA housing program. 

Such special assistance programs involve no peculiar problems in respect to 
mortgage purchasing, servicing, management, and liquidation, and consequently 
introduce no foreseeable features that would interfere with the conduct of the 
FN MA secondary market operations. Both operations can be conducted simul- 
taneously by the Association more efficiently and at less cost than would be 
possible if they were performed independently by different organizations staffed 
and equipped to carry out parallel functions. 


Recommendation No. 11 


“That the President be authorized to establish the equities to be required for 
loans made or guaranteed under these ‘special assistance’ functions.’ 

The statutory authority for the special assistance function of the Federal 
National Mortgage Association (as well as its other functions) limits its pur- 
chasing operation to FHA-insured or VA-guaranteed loans. The amount of the 
equities or downpayments required by FHA and VA are established by law and 
by the regulations of those agencies, and FNMA purchases are automatically 
restricted to mortgages meeting FHA and VA requirements. 

We believe that the equities required under the Government-aided programs 
can be more properly established by the agencies which originate the insurance 
or guaranty (FHA and VA) than by the agency which buys these mortgages in 
the secondary market. 

Downpayments on mortgages purchased under the special assistance function 
would necessarily have to be within the financial capacity of families to be assisted 
thereby. If FNMA established higher equity requirements under the special 
assistance function than those of FHA and VA, the effect would, of course, be 
to defeat the purpose of the special assistance program. If lower FN MA require- 
ments were established, they would have no effect, because those of FHA and 
VA would have already controlled the mortgage amount prior to FN MA purchase. 


Recommendation No. 12 


“That Federal grants-in-aid be used to provide security for private loans t 
slum clearance projects and that the Federal lending and guaranteeing functions 
of this agency be terminated.”’ 

We have had some difficulty in determining just what area of our operations 
the Commission had in mind in the development of this recommendation. In 
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the light of the discussion preceding this item, however, we have concluded that 
the Commission probably intended the recommendation to apply to the Public 
Housing Administration’s low-rent housing program. 

The first portion of this recommendation contemplates the use of Federal grants- 
in-aid to provide security for private loans. Federal grants-in-aid for the low-rent 
housing program are made in the foim of annual contributions over a period 
running up to 40 years, to meet current deficits in housing project operations. 
These contributions equal the debt service, less any excess of rents over operating 
costs. The annual contributions are now used as security for the private loans 
which cover substantially all of the capital costs of such projects. The existing 
procedures appear, therefore, to be in accord with this part of the Commission’s 
recommendation. 

The second part of this recommendation proposes that the Federal lending 
and guaranteeing functions of the Public Housing Administration be terminated. 
We believe that it would be disadvantageous to the Government to do so for the 
following reasons: 

(1) The Federal subsidy for low-rent housing is closely related to, and deter- 
mined by, capital costs and the costs of later operation and maintenance. The 
factors which in turn determine these costs are largely set in the planning and 
development stages of a project. They involve considerations such as site selec- 
tion, engineering design, and construction methods. In order to protect the 
Government in the subsidy stage—that is, after the project is in operation—it 
is essential that the Government exercise a degree of supervision over project 
plnentes and development. One method of doing this, which has been effective 

ecause it insures that the Government’s interests will not be overlooked, is 
through the making of loans and advances based on a review of project develop- 
ment budgets submitted by the local housing authority. 

(2) In any event, it is not clear what the Commission proposes be substituted 
for Federal loans and advances during the development stage. Development 
funds could be secured from private sources without Federal guaranty only at 
appreciably higher rates than those charged by the Government, or available 
from private sources on the security of the Federal loan guaranty. The resulting 
increase in construction costs would then be capitalized into the project and the 
net result would be that those costs would be defrayed by the Government in 
the form of an increase in the Federal subsidy under the annual contributions 
contract. 

If the latter part of this recommendation is assumed to apply to the urban 
renewal program, we would disagree with it for the same general reasons, although 
the operations of the two programs differ, of course. 


Recommendation No. 13 


“That either the name Public Housing Administration be changed to ‘Federal 
Slum Clearance Administration,’ or that the name of the Federal Housing 
Administration be changed to the ‘Federal Mortgage Insurance Administration.’ ”’ 

The Commission states as its reason for this recommendation that the name of 
the Public Housing Administration and the Federal Housing Administration are 
frequently confused. This agency has not been aware of an appreciable confusion 
arising out of the similarity of name between those agency constituents. Both 
names are well-established, having been in use since 1947 and 1934, respectively, 
and in our opinion it would tend to create, rather than to alleviate, confusion to 
changethem. Wecannot, therefore, concur in the Commission’s recommendation. 

Additionally, I note that one of the alternatives suggested, the change of name 
of the Public Housing Administration to the Federal Slum Clearance Adminis- 
tration, would result in a name more accurately descriptive of the functions of 
the Urban Renewal Administration than of those performed by Public Housing 
Administration. 


Recommendation No. 15 


“*That the program of loans for college housing be terminated.”’ 

The Commission appears to base this recommendation on two premises: (1) 
that the college housing loan program was enacted as a veterans emergency 
program, and (2) that the colleges have demonstrated their ability to secure 
housing loans from private sources without Federal aid. I cannot agree with 
either of these premises. 

The college housing loan program was enacted in 1950, after the veteran 
enrollment peak had already been passed in 1949, to meet the long-range problem 
of educational institutions in securing funds at reasonable interest rates. The 
main factors involved were the increased construction costs following the war 
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and the inability of educational institutions to build at such costs, under the then 
normal methods of financing dormitory construction, without increasing student 
rentals far beyond the capacity to pay of the average student. These factors 
had combined to block almost wholly the efforts of educational institutions to 
provide permanent housing for current and anticipated future enrollments. 

As a matter of fact, the estimates of enrollments made in 1950 fell far short of 
actual enrollments through 1954. There was some contraction as GI enrollments 
expired in 1951, but this was followed by increases in 1952 and 1953 and.a still 
larger increase in 1954. The Fall 1954 enrollment of 2.5 million students makes 
an all-time high, exceeding even the veteran bulge of 1949. The Office of Educa- 
tion now estimates that enrollments will reach 3 million by 1960 and 4 million by 
1965. 

Thus, the conditions cited in 1950 as justifying the college housing loan program 
still exist, and are even more compelling today than at the time this program was 
authorized by the Congress. 

While the college housing loan program itself can meet only a portion of the 
future housing needs in this area, it has and can continue to play a significant 
role in stimulating increased private investment in college housing bond issues. 
Noteworthy progress has been made in the development of the private market 
for such issues, but the private market is by no means yet ready to fulfill the 
responsibilities which the Federal Government assumed in title IV of the Housing 
Act of 1950. 

It has only been during the past year that, as a result of the demonstration of 
the soundness of college housing loans of the type authorized by title IV, a private 
market has begun to develop for the sale of the long-term revenue bond issues of 
tax-supported institutions. During 1954, 15 issues, totaling $16.5 million were 
sold to private investors instead of to the Government, as were also the shorter 
maturities of 4 issues, totaling $1.2 million, with the balance of these issues being 
purchased by the Government. There were, however, no private sales of the 
bonds of other types of educational institutions. This was principally due to the 
fact that the interest on such bonds is taxable and the interest rate required by 
private investors is appreciably higher than the institutions concerned can afford 
to pay. 

While this Agency is working aggressively to develop a further market for the 
private sale of housing bond issues, including those of institutions whose issues do 
not have tax exempt features, it is evident that the time has not yet come when 
the needs of the country’s colleges and universities can be met through private 
investment. We also know that the needs that policy was directed toward stil] 
exist and are not at this time met by private enterprise. I do not, therefore, con- 
cur in the Commission’s recommendation that the college housing loan program 
be terminated. 


Recommendations Nos. 14, 16, and 17 


“That the liquidation of the war housing, veterans’ reuse housing, the subsist- 
ence homesteads and Greenbelt towns programs be accelerated. 

oat the liquidation of the prefabricated housing lending program be acceler- 
ated. 

“That the liquidation of the Alaska housing loans be accelerated.”’ 

Because of their similarity, these three recommendations are discussed together. 

The Agency adopted the objectives of these recommendations some time ago, 
and has been pursuing them vigorously. The subsistence homesteads and 
Greenbelt towns properties were disposed of before the end of 1954. Of the 
893,000 dwelling units provided in the war and veterans’ reuse programs, approxi- 
mately 85 percent have been disposed of and there remain 136,000 units. We 
have expedited the orderly liquidation of these and the other two programs and 
will pursue every opportunity to accelerate still further the rate of the Govern- 
ment’s withdrawal from these fields. There are, of course, certain limiting 
factors in the process which must be reckoned with. For example, defense 
needs in some cases require temporary retention of war housing under Federal 
control. Also, it must be recognized that there are binding contracts with respect 
to some of these loans and other legal obstacles not subject to administrative 
control, so that final liquidation cannot be completed according to a schedule 
determined by the Agency at its pleasure. 


Recommendation No. 18 


“That the Government dispose of all repossessed housing units held by it as 
soon as practicable.” 
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The Housing and Home Finance Agency agrees with this recommendation, 
and, in fact, operates under the policy that whenever residential properties 
are acquired through foreclosure, the Agency’s objective should be to dispose of 
the properties as quickly as is consistent with maintaining the stability of local 
real estate markets and property values. Property is not held because of other 
considerations when local conditions are such that its sale can be accomplished 
without disrupting the market. 


Recommendation No. 19 


“That the program of urban planning and reserve of planned public works in 
the Housing and Home Finance Agency be terminated.” 

Although the Commission has treated these undertakings as one program, 
“- are in fact two and have distinctly different purposes. 

he urban planning program was established upon the President’s reeommenda- 
tion to Congress in his housing message of January 15, 1954: ‘“‘A program of 
matching grants to States and metropolitan areas should be established to enable 
smaller communities and metropolitan-area-planning agencies to do the planning 
job which is necessary to arrest the spread of slum conditions.”’ This purpose 
ad been elaborated in the report of the President’s Advisory Committee on 
Government Housing Policies and Programs as follows: 

“One of the difficulties in slum elimination is the inadequacy of facilities for 
planning, prevention, or clearance programs in the smaller cities and the urbanized 
communities at the fringes of large cities. In composite these areas are large, 
but individually they are small political entities with little or no funds for the 
planning facilities which their problems require. 

“Of great importance also is an attack on the urban renewal problem on a 
metropolitan or regional basis, including the preparation of metropolitan housing 
market analyses and the integration of the renewal and development plans, 
programs, codes and controls of the numerous local governments in these areas.” 

The two principal criticisms advanced by the Commission which seem to relate 
chiefly to this program are factually inaccurate, in our opinion. The report 
states that ‘this type of development threatens a further reduction of the field 
in which individual American citizens will have responsibility for an influence 
over the conduct of their hometown affairs,’’ whereas we believe that the program 
actually strengthens the hands of individual citizens in dealing with hometown 
affairs. It stimulates the creation and promotes the effectiveness of planning 
bodies at the local level by encouraging the States to establish programs of planning 
assistance to small communities which lack adequate resources to do effective 
planning without outside aid. The program also strengthens local metropolitan 
planning by offering to match funds raised locally for that purpose. The Com- 
mission also states that ‘‘those localities which want the benefits must conform 
to plans approved by the Federal Government.’’ The urban planning program, 
however, exercises no such controls but simply extends Federal financial aid to 
States and localities to do the kind of planning which they consider important 
from their own viewpoint. There is no prescribed formula for localities to follow 
beyond providing evidence that the Federal grant will be spent for planning and 
not for advertising, construction or other purposes not contemplated by the law. 

The program for the reserve of planned public works is one which the Council 
of Economic Advisers regards as an important component of antirecessionary 
planning. There are a variety of Federal activities having to do with public 
works planning, of which this one is administered by the Housing and Home 
Finance Agency because the Agency has the organization and skills to operate it, 
and it would be uneconomical to establish additional machinery for this purpose. 
In his state of the Union message this year, the President noted that ‘‘* * * public- 
works activities are closely interrelated and have a substantial influence on the 
growth of the country. Moreover, in time of threatening economic contraction, 
they may become a valuable sustaining force. Efficient planning and execution 
of the Nation’s public works require the coordination of Federal activities and 
effective cooperation with State and local governments.”’ In his economic report 
he said that: 

“A problem of great interest in this connection is the stimulation of public 
works planning in States and localities. Many smaller communities have projects 
within their master development plans for which funds are not immediately avail- 
able to produce preliminary engineering surveys and designs. Assistance to such 
communities would help them to develop plans for public works ready for initia- 
tion, which otherwise would take months to prepare in case of need. Such a 
reservoir of planned public works should be of considerable magnitude to be 
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effective. The sum of $1.5 million made available by the Congress last year for 
planning advances—that is, interest-free loans—to States and municipalities was a 
good beginning but no more than that. It is recommended that the Congress 
enlarge substantially the appropriation for planning advances, and that a revolving 
fund be established for this purpose. The need for building a reservoir of ‘ready- 
to-go’ projects has been recognized in three separate programs of planning ad- 
vances, established by the Congress within the past decade. This experience indi- 
cates that the need for preparedness, being itself continuous, is not well met by 
programs of limited duration.” 


The Commission’s two criticisms of the urban planning program discussed above 
seem to be directed also at the program for the reserve of planned public works, 
and the answers are applicable to both programs (except that in the case of the 
latter the financing is not provided by matching grants but by advances repayable 
at the start of construction). Another observation of the Commission relating to 
the reserve of planned public works is that “if States and municipalities can 
seriously consider plans for public improvements * * * they should be able to 
afford the costs of planning such programs.’”’ This overlooks the fact that smaller 
communities and even some of the larger communities, do not always have funds, 
which, under their laws, can be devoted to planning, which should be done to 
ascertain project cost prior to authorization of a bond issue. Hence, the financing 
arrangement whereby the Federal advance is repaid after the locality has raised 
the funds and can begin construction. 

With respect to the Commission’s observation that “the tax burden to support 
this program (apparently meaning both) falls alike on those who participate and 
those who decline to do so,” it can only be said that this is a common characteristic 
of all programs of Federal aid to States and localities. 

For these reasons I cannot agree with this recommendation of the Commission. 


Recommendation No. 20 


“That the authorization of the Housing and Home Finance Agency to lend 
money for public works except as they are necessary for public housing projects 
be repe ded.” 

This recommendation is confusing because no loans for public works are made 
on the basis that they are necessary for public housing. The authority is for 
business-type loans to communities which are unable to obtain funds for public 
facility financing from private investors. Public housing might be serviced by 
such facilities only incidentally as part of the service provided by the facility to 
the community as a whole. 

This authority was not a part of the program proposed to Congress by the 
present administration. The 1955 Supplemental Appropriation Act contained an 
appropriation of $2 million as the first payment into the $50 million revolving fund 
authorized in the enabling legislation, which originated in the Senate. The 
Housing and Home Finance Agency budget program for 1956 did not include a 
request for additional appropriations to augment the revolving fund. 

Present policy restricts these loans to small communities for projects to alleviate 
hardship because of lack of water or sanitation. Restricted as the program is, 
the interest of communities is illustrated by the fact that in less than 6 months, 
more than 450 inquiries have been received about it and some 40 communities are 
filing applications for loans. 

This program was initiated by the Congress and is not a part of the program of 
the President. 


Recommendation No. 21 


“That the operating functions of the Housing and Home Finance Agency be 
made subject to the Government Corporation Control Act.” 

Most of the principal operations of the Housing Agency are now subject to the 
Government Corporation Control Act, or are conducted under substantially 
identical provisions of law with respect to the submission of business-type budgets, 
the maintenance of integral sets of accounts, and the conduct of audits by the 
General Accounting Office. Among the constituent agencies, only the Home 
Loan Bank Board itself is not subject to that act, although the two constituents 
of the Board—the Federal Savings and Loan Insurance Corporation and the 
System of Federal Home Loan Banks—are covered. In practice, the Home 
Loan Bank Board presents a corporate budget program for its revolving fund and 
is audited by the General Accounting Office as if it were a Government corporation. 
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The Office of the Administrator, including the Community Facilities Adminis- 
tration and the Urban Renewal Administration, is not subject to the Government 
Corporation Control Act. However, the principal operating activities are con- 
ducted under corporate budget programs and are, in effect, treated as if they were 
within the purview of the act. Certain functions of the Office of the Administra- 
tor, particularly those financed out of the administrative expense appropriation, 
are not in any sense corporate and the extension of the Government Corporation 
Control Act to cover them would not only be unsuitable but would further confuse 
an already involved budget situation. We do not, therefore, recommend such 
action. 

The Bureau of the Budget has advised that there would be no objection to the 
submission of this report. However, the relationship of the views on the Com- 
mission’s recommendations expressed herein to the program of the President, has 
not been determined; this report should not be construed as a commitment 
regarding legislation which has been or may be proposed to carry out the recom- 
mendations of the Commission. 

Sincerely yours, 
Autsert M. Cots, Administrator. 


APPENDIX 11—COMMENTS OF THE DEPARTMENT OF THE 
INTERIOR 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 3, 1956. 
Hon. Witi1am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


My Dear Mr. Dawson: Reference is made to your letter of March 18, 1955, 
relative to the report on lending agencies prepared by the Commission on Organi- 
zation of the Executive Branch of the Government. 

In your letter you ask for comments on four specific questions. Our comments 
follow the order of the questions. 

1. It is my belief that the recommendations contained in the report would have 
little effect on the operations of the Department of the Interior because the 
recommendations would appear to be applicable to agencies whose primary 
function is lending, guaranty or insurance. None of the bureaus or offices of 
the Department has such a primary function. However, the Virgin Islands 
Corporation and the Bureau of Indian Affairs engage, to a limited extent, in 
making loans under certain circumstances. In its program of improving the 
economy of the Virgin Islands, the Virgin Islands Corporation makes loans to 
aid farmers, and when financing is not otherwise available, it makes loans to 
commercial or industrial enterprises. The size of the lending program can be 
gaged by the fact that at June 30, 1954, loans and loan commitments totaled 
only $35,000. 

The Bureau of Indian Affairs makes loans to Indians and Indian tribes where 
credit is not otherwise available. This activity provides the only source of 
loans for a great majority of Indians who cannot borrow from private sources 
because of their economic status and lack of loan collateral. At June 30, 1954, 
loans outstanding, exclusive of loans made from tribal funds, aggregated 
$9,505,192. 

Because of the relative insignificance of the lending activities in the Department 
and the fact that such activities are incidental to the overall operations of the 
two Interior agencies concerned, I am of the opinion that these lending activities 
should not be included in consideration of the recommendations contained in the 
report on lending agencies. 

With reference to questions 2, 3, and 4, the Department does not have sufficient 
information available on the scope and operations of Governmental lending 
agencies to form the basis for comments or opinions. 

I hope that this information will be helpful to you in evaluating the report on 
lending agencies and I appreciate the opportunity to submit these comments to 
you. 

Sincerely yours, 
Dovetas McKay, 
Secretary of the Interior. 
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APPENDIX 12—COMMENTS OF THE SMALL BUSINESS 
ADMINISTRATION 


SMALL Business ADMINISTRATION, 
Washington, D. C., June 10, 1955. 
Mr. Eimer W. HENDERSON, 
Associate Counsel, Committee on Government Operations, 
House Office Building, Washington, D. C. 


Dear Mr. HENDERSON: Pursuant to your telephone request we are enclosing 
three copies each of the Small Business Administration’s replies to the Bureau of 
the Budget as follows: 

1. Our views on the Report on Lending Agencies of the Commission on Organ- 
ization of the Executive Branch of the Government, dated April 11, 1955. 

2. Our supplemental report to Recommendations 44 and 46 of the Report on 
Lending Agencies, dated June 10, 1955. 

Sincerely yours, 
WiiiaM C. FIsHer, 
Director, Office of Organization and Management. 


APRIL 11, 1955. 
Hon. Rowtanp R. Hvuaues, 
Director, Bureau of the Budget, 
Washington, D. C. 

Dear Mr. Hueaues: As directed in Bureau of the Budget Bulletin No. 55-5, 
dated March 4, 1955, there follow our views on the report on lending agencies of 
the Commission on Organization of the Executive Branch of the Government, 
as the report affects the Small Business Administration. First, we would like to 
comment specifically on the recommendations in the report pertaining to this 
agency: 

COMMENTS REGARDING THE RECOMMENDATIONS 


Recommendation No. 39 (a) 


“That the Small Business Administration be brought under the Government 
corporations control so as to secure its comprehensive audit by the General 
Accounting Office on a business basis.”’ 

The Comptroller General under date of May 6, 1954, advised the Administra- 
tion “the Small Business Administration has been assigned for audit by the Divi- 
sion of Audits of the General Accounting Office on a comprehensive basis.” 

While this directive is permissive and ¢an be withdrawn by the Comptroller 
General, there does not appear to be any justification at this time to anticipate 
any such withdrawal. The only apparent gain to be secured so far as audit under 
the Corporation Control Act is the legal requirement under such act that ‘‘the 
audit be conducted at the place or places where the accounts of the respective 
corporations are normally kept.” 


Recommendation No. 39 (b) 


“That it be continued for another 2 years during which period it will have an 
opportunity to demonstrate its usefulness to small business on sound business 
principle.” 

As Administrator, I have recommended a 2-year extension of the agency, in 
testifying before the House Small Business Committee on March 1, 1955, and the 
Senate Small Business Committee on March 21, 1955. 


Recommendation No. 39 (c) 


“That, in the meantime, it should charge sufficient interest to earn its operating 
expenses arising out of lending and to pay interest to the Treasury on Government 
funds equal to the cost of money to the Government.” 

In the first instance, it is to be noted that the Small Business Administration 
does pay interest to the Treasury, at rates established by the Secretary of that 
Department, for all funds, exclusive of administrative expense funds, drawn 
down for the purpose of making loans. In accordance with section 204 (b) of 
the Small Business Act, the rate is to be determined by the Secretary of the 
Treasury after “taking into consideration the current average rate on outstanding 
interest-bearing marketable public-debt obligations of the United States of 
comparable maturities.” 

As for the premise that this Administration should charge sufficient interest 
to earn its operating expenses arising out of lending, it is our opinion that if we 
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attempted to accomplish this solely by increasing interest rates, we would soon 
diminish the value of our assistance to the small-business community to the 
point where a small-business man could not afford to accept our offer of financial 
assistance. 

In the first place, less than one-third of the applications filed result in approved 
loans, and it costs as much, if not more, on the average, to process an application 
which is later declined as to process one which is approved. Since no fees are 
charged for filing an application, the interest rate charged on the loans approved 
would have to be sufficiently large to absorb the cost of the work on the applica- 
tions declined. 
>» Second, the average size of business loans as of February 28, 1955, was $52,526 
of which the SBA share was about $45,000. Almost one-half of these loans are 
of the deferred participation type of which participation fees at an average rate 
of about 1% percent are received. On other business loans for which funds are 
disbursed by SBA, the average rate of interest is approximately 6 percent. SBA 
at present is paying 2 percent to Treasury on money advanced from the revolving 
fund; last year, the rate was 2% percent. Under recommendation 39 (c) SBA 
would be left with a margin of less than 4 percent to pay the cost of processing, 
closing, and administering the loans it approves plus the cost of processing the 
sizable additional volume of applications which are declined and yield no income. 

Third, we are also engaged in making disaster loans in connection with hurri- 
canes, tornadoes, floods, and other catastrophes. In connection with this program, 
it is our belief that the Congress does not desire that we charge interest rates suffi- 
ciently high to pay the administrative expenses in connection with this program. 
Our primary purpose at the time of a disaster, as exemplified by our action during 
the floods and hurricanes of last year, is to relieve human suffering and not show 
concern for making a profit. 

Assuming the present average of approximately $45,000 for SBA’s share in the 
average size business loan is maintained, it appears than an interest rate of 
between 84 and 9 percent would have to be charged to recover all costs pertaining 
to the the business-loan program. This would not, however, provide for the 
additional costs which presently are not recovered on the disaster-loan program. 
Either the interest rates on disaster loans would have to be raised or a further 
increase in the interest rate on business loans if the entire lending operation is 
expected to recover its costs. 

OTHER COMMENTS 


1. While the report concerns itself primarily with the lending activities of the 
Small Business Administration (and other agencies), other functions assigned to 
the agency are briefly, and not altogether accurately, stated on page 89. Inas- 
much as these functions were mentioned, we should like to restate them in the 
words of the Small Business Act of 1953: 

“Sec. 207. The Administration is empowered— 

‘*(a) To make loans to enable small-business concerns to finance plant construc- 
tion, conversion, or expansion, including the acquisition of land; or to finance the 
acquisition of equipment, facilities, machinery, supplies, or materials; or to supply 
such concerns with working capital to be used in the manufacture of articles, 
equipment, supplies, or materials for war, defense, or essential civilian production 
or as may be necessary to insure a well-balanced national economy; and such loans 
may be made or effected either directly or in cooperation with banks or other 
lending institutions through agreements to participate on an immediate or de- 
ferred basis: Provided, however, That the foregoing powers shall be subject to the 
following restrictions and limitations: 

“(1) No financial assistance shall be extended pursuant to (a) above unless 
the financial assistance applied for is not otherwise available on reasonable 
terms and all loans made shall be of such sound value or so secured as reason- 
ably to assure repayment: no immediate participation may be purchased 
unless it is shown that a deferred participation is not available: and no loan 
may be made unless it is shown that a participation is not available; 

**(2) No loan shall be extended pursuant to (a) above if the total amount 
outstanding and committed (by participation or otherwise) to the borrower 
from the revolving fund established by this title would exceed $150,000, 
and no loan, including renewals or extensions thereof, may be made for a 
period or periods exceeding ten years, except that any loan made for the pur- 
pose of constructing industrial facilities may have a maturity of ten years plus 
such additional period as is estimated may be required to complete such 
construction: 
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(3) In agreements to participate in loans on a deferred basis, such partici- 
pations by the Administration shall not be in excess of 90 per centum of the 
balance of the loan outstanding at the time of disbursement: 

‘*(b) To make such loans as the Administration may determine to be necessary 
or appropriate because of floods or other catastrophes: Provided, That no such 
loan including renewals and extensions thereof may be made for a period or 
periods exceeding ten years except that where such loan is for acquisition or con- 
struction (including acquisition of site therefor) of housing for the personal 
occupancy of the borrower, it may be made for a period not to exceed twenty years: 

‘“‘(c) To enter into contracts with the United States Government and any 
department, agency, or officer thereof having procurement powers obligating the 
Administration to furnish articles, equipment, supplies, or materials to the 
Government; 

“‘(d) To arrange for the performance of such contracts by negotiating or 
otherwise letting subcontracts to small-business concerns or others for the manu- 
facture, supply, or assembly of such articles, equipment, supplies, or materials, 
or parts thereof, or servicing or processing in connection therewith, or such 
management services as may be necessary to enable the Administration to perform 
such contracts; and 

*‘(e) To provide technical and managerial aids to small-business concerns, by 
advising and counseling on matters in connection with Government procurement 
and on policies, principles, and practices of good management, including but not 
limited to cost accounting, methods of financing, business insurance, accident 
control, wage incentives and methods engineering, by cooperating and advising 
with voluntary business, professional, educational, and other nonprofit organiza- 
tions, associations, and institutions and with other Federal and State agencies, 
by maintaining a clearinghouse for information concerning the managing, financ- 
ing, and operation of small-business enterprises, by disseminating such informa- 
tion, and by such other activities as are deemed appropriate by the 
Administration.” 

2. On page 90, the agency’s portion of participation loans is given as $43,948,000. 
The figure should have read $34,071,000. 

3. We would like to comment on the statements regarding ‘‘bad loans’? made 
between December 4, 1953, and March 23, 1954, mentioned on page 90 of the 
report, and particularly the statement that the examples mentioned were not the 
exceptions but “unfortunately are representative of much of the lending in which 
this agency has been engaged.”’ As I testified on March 21 of this year before the 
Senate Small Business Committee, we had on December 31, 1954, only 1 loan that 
was more than 30 days delinquent, and 3 additional ones that were delinquent 
less than 30 days. We feel that this record, after some 17 months of loan activity, 
is quite remarkable, especially when it is recalled that our statute requires that we 
cannot make a loan at all unless the prospective borrower is unable to obtain 
credit from private sources on reasonable terms. 

4. There was also a statement, on page 90 of the report, that in the examination 
by the task force, ‘‘no loans were discovered that directly affected the national 
defense, which was one of the purposes of the Administration.’’ As to the portion 
which we have italicized, above, the stated purposes of the Congress in creating, 
the Small Business Administration were for this Administration to ‘‘aid, counsel 
assist, and protect insofar as is possible the interests of small-business concerns 
in order to preserve free competitive enterprise, to insure that a fair proportion 
of the total purchases and contracts for supplies and services for the Government 
be placed with small-business enterprises, and to maintain and strengthen the 
overall economy of the Nation,’”’ and to “aid and assist victims of floods or other 
catastrophes.’’ (Sec. 202 of the Small Business Act of 1953.) We have not as a 
general practice segregated loans affecting the national defense since such segrega- 
tion is not always possible when military production is indirectly aided. However, 
as a matter of interest an analysis of 55 loans approved last year was included in 
the Administration’s first semiannual report to Congress showing 15 loans directly 
involving production for defense. Most of these were analyzed by the task force 
and the defense association should have been readily apparent to the investigator. 

5. The statement was made on page 91 of the report that “‘the agency’s func- 
tions of ‘advice’ to business are a duplication of Department of Commerce 
activities.” 

This is of course a very broad criticism and we do not know what particular 
activity is referred to. However: as stated above, the declared policy of the 
Congress was that the Government, in establishing the Small Business Admin- 
istration, would ‘‘aid, counsel, assist, and protect insofar as possible the interests 
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of small business concerns * * *,’’ The counsel and assistance provided to small 
business concerns do not duplicate functions or activities of any other agency of 
the Government. The SBA programs are specific and pertain to individual small 
business concerns that request assistance of the Administration. 

We would like to point out that, in recognizing the potential danger of duplica- 
tion, the Department of Commerce and the Small Business Administration entered 
into an agreement on October 26, 1953, which was designed to serve as a guide 
for the two agencies in the establishment of working arrangements in order to 
prevent overlapping or duplication of functions. A copy of the agreement is 
attached. 

We have attempted to state our views, above, as briefly as possible, and not to 
undertake here a complete justification of the existence and programs of the 
Small Business Administration. I have discussed the matters in the report with 
officials of the Hoover Commission. If additional information pertaining to our 
lending or other programs is desired at this time, we shall be most happy to 
furnish it. 

Sincerely yours, 
WENDELL B. Barnes, Administrator. 


JUNE 10, 1955. 
Hon. Rowianp R. Huaues, 


Director, Bureau of the Budget, 
Washington 25, D. C. 


Dear Mr. Huaues: Mr. William Bozman, of the Bureau of the Budget, has 
requested that we supplement our letter to you of April 11, 1955, to include com- 
ments on recommendations Nos. 44 and 46 of the Hoover Commission Report on 
Lending Agencies. Our comments are as follows: 


Recommendation No. 44 


“That all lending and guaranteeing agencies charge such fees to their borrowers 
as will permit them to reimburse the Treasury for the cost of money advanced to 
them and cover their own administrative expenses.”’ 

My comments with respect to recommendation No. 39 will generally apply also 
to recommendation No. 44. This latter recommendation, however, does inject 
an additional element on which I did not comment previously, namely, the charg- 
ing of fees. 

me consideration has been given to the possibility of charging fees, but the 
conclusion was reached that it would be inadvisable to do so. In the first place, 
the Small Business Administration has the responsibility to furnish numerous 
services to small business enterprises in which the rendering of financial assist- 
ance is only one. It is my opinion that charging of fees for any of these services 
is contrary to the intent of the Congress and, in fact, would tend to nullify some 
of the values to be obtained under the act. 

With respect to the charging of fees for filing of loan applications, it should be 
pointed out that based on experience to date, only about 30 percent of the busi- 
ness loan applications filed result in approved loans. Consequently, 70 percent 
of the applicants would be required to pay a fee for a service from which they 
receive no tangible benefit, and in the case of some of the very small firms, the 
size of the fee required to pay for the cost of processing the application conceiv- 
ably could be the difference between success and failure. Also, since a large por- 
tion of our applications are for participation loans, presented by banks which do 
not customarily assess such fees, problems of collection of application fees would 
immediately arise. 

Again, with respect to the making of disaster loans, I doubt that the Congress 
intended that we ask and obtain from such applicants a fee to cover the cost of 
processing such application. 

For the above reasons, I am of the opinion that the application of the above 
recommendation to the Small Business Administration would be inappropriate. 


Recommendation No. 46 


“That all nonmutualized agencies engaged in lending, guaranteeing, and insur- 
ance be required to report each year to the Congress and the Treasury in a form 
determined by the General Accounting Office the total amount by which earned 
income failed in the previous year to cover: 

“(a) Operating expenses; 
*“(b) Interest on advances by the Government at a rate equal to that on 
the public debt of comparable maturity; 
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‘“‘(c) Losses on loans or investments; 

“(d) Reserves against losses; and 

“(e) If the agency is not paying a return on the Government's invest- 
ment, interest received on holdings of United States securities up to the 
amount of the Government’s investment.”’ 

Inasmuch as the Small Business Administration is currently preparing financial 
reports under the terms of Budget-Treasury Regulation No. 3, and in connection 
with the annual budget submissions, and these statements furnish the information 
required by the above recommendation, it does not appear that this reeommenda- 
tion has any particular merit with respect to the Small Business Administration. 

Sincerely yours, 
WENDELL B. Barnes, Administrator. 


APPENDIX 13—COMMENTS OF THE DEPARTMENT OF STATE 


DEPARTMENT OF STATE, 
Washington, May 6, 1955. 
Hon. WiiuiamM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


Dear Mr. Dawson: Further reference is made to your letter of March 18, 1955, 
which was acknowledged on March 28, 1955, requesting the comments of the 
Department of State on the report of the Commission on Organization of the 
Executive Branch of the Government with regard to the lending, guaranteeing 
and insurance activities of the Federal Government. The Department’s com- 
ments are addressed to those recommendations of the Commission which directly 
or indirectly affect the foreign relations of the United States. These are recom- 
mendations 38, 41, 43, 44, and 47. 

The Department believes that the three poroposals of Recommendation 38, 
relating to the Export-Import Bank, are ill-advised. Recommendation 38a 
proposes that the bank cease normal commercial short-term import and export 
loans—presumably loans of 1 to 7 years duration since the bank makes no short- 
term loans as that phrase is generally understood. The recommendation is put 
forward on the ground that the banking facilities of the country are ample to 
finance imports and exports. The testimony given before the Senate Committee 
on Banking and Currency at the hearings on the Export-Import Bank in January 
and February 1954 would not appear to support this view. It was there generally 
agreed that United States commercial banks are not prepared to assume foreign 
credit risks to the degree necessary to give support to our export trade, both as a 
matter of private banking practice and as a matter of regulation and banking law. 
It is in the United States interest to facilitate the export of capital goods to 
countries seeking to promote their economic growth. In the absence of private 
facilities, the medium term export credit lines offered by the Export-Import Bank 
serve the foreign policy of the United States and should be continued. 

Recommendation 38b proposes that the Export-Import Bank be the sole 
Federal instrumentality for making long-term export loans, loans for development 
of foreign resources, and loans to foreign governments. At the present time, the 
Export-Import Bank is, in a formal sense, the sole agency of this Government for 
making long-term loans of the kind described. That is to say, in addition to 
making long-term loans under the authority of its own act, the bank also acts 
as agent for other Government departments in making long-term foreign loans. 
For example, the bank is the agent of the Foreign Operations Administration in 
making loans for defense support and development assistance under the Mutual 
Security Act of 1954 and for making development loans in foreign currencies 
acquired from the sale of surplus agricultural commodities under the Agricultural 
Trade and Development Assistance Act of 1954. However, in these latter cases, 
the responsibility for determining which countries or institutions shall receive 
loan assistance, in what amount, and under what terms and conditions rests, as 
it should, with the administrators of these programs under the general foreign 
policy guidance of the Secretary of State. The Department strongly believes 
that the formulation of policy with regard to all facets of these special programs 
must continue to rest with the administrators of these programs although the 
execution of loans incident to these programs can continue to be the responsibility 
of the Export-Import Bank. 

Recommendation 38c proposes that the Export-Import Bank, reorganized as 
the sole Federal agency for long-term lending as described in recommendation 
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38b, secure its funds by annual appropriations from the Congress. The Depart- 
ment believes that annual appropriations would deprive the Export-Import ‘Bank 
of the flexibility it needs for effective operation. The Department would recom- 
mend, therefore, that the Export-Import Bank continue to operate as a revolving 
fund, borrowing from the Treasury as needed within the ceiling established by 
law. The bank’s semiannual reports and periodic reviews by the appropriate 
committees of the Congress keep the legislature apprised of the bank’s policies 
and operations. 

Recommendation 41 is “that the Congress review the International Monetary 
Fund with a view to determining whether its service is any longer necessary from 
the standpoint of the United States.”” In this connection, it may be pointed out 
that the Congress requires from the National Advisory Council on International 
Monetary and Financial Problems (NAC) a biennial report containing “an ap- 
praisal of the extent to which the operations and policies of the fund * * * have 
served, and in the future may be expected to serve, the interests of the United 
States * * *.”’ The most recent of these reports was transmitted to the Congress 
on August 17, 1954. In addition, the NAC submits to the President and Congress 
@ semiannual report on the parti¢ipation of the-United States in the fund. 

The Commission states that the fund was established as “an emergency organ- 
ization to stabilize exchange in the chaos which followed the war.’’ As is clearly 
indicated in article I (purposes) of its articles of agreement, the fund was set up 
as a permanent institution. The functions of the fund, as there stated, are inter 
alia the following: (i) To promote international monetary cooperation through 
consultation and collaborating; (ii) to promote exchange stability; (iii) to assist 
in the elimination of exchange restrictions; (iv) to make its resources available to 
members in order to help them overcome temporary imbalances in their external 
accounts without resorting to restrictive measures. 

In the years immediately following the war the disruption of national economies 
and the dislocation of trade was so great as to require measures far exceeding the 
resources of the fund. During these years, therefore, the fund was not in a position 
to exercise its functions to the fullest. With the return of more normal conditions, 
however, the scope of the fund’s activities has grown. There is a strong likelihood 
that the period of the fund’s greatest usefulness lies in the years immediately 
ahead when it is expected that a number of major countries will make use of the 
fund’s resources to facilitate the return of their currencies to a convertible. status. 

One of the most important functions the fund has performed is to provide 
guidance and technical advice on monetary and exchange policy to many of its 
member countries. There can be no doubt that this assistance has exerted a 
significant influence in the right direction on the policies of many countries, with 
resultant indirect benefits to the United States. The relatively small annual 
deficit of the fund which, incidentally, should disappear as the fund’s lending 
activities increase, can be considered as a very small price to pay for this im- 
portant service rendered by the fund, quite apart from its other activities. 

The Department’s interest in recommendations 43, 44, and 47 is limited to 
their effect on the Export-Import Bank. With regard to recommendation 43, 
“That. the Secretary of the Treasury be required to impose rates of interest * * * 
for Federal advances or contributions equal to the going rate of interest paid by 
the Treasury on its obligations of comparative maturity,” it is our understanding 
that the Export-Import Bank borrows from the Treasury at the average weighted 
cost of money to the Treasury. Similarly, with regard to recommendation 22, 
“That all lending and guaranteeing agencies charge such fees to their borrowers 
as will permit them to reimburse the Treasury for the cost of money advanced to 
them and cover their own administrative expenses,’ it is our understanding that 
the interest charged by the Export-import Bank on its loans and guaranties fully 
covers its administrative expenses and permits payment of annual dividends on 
the capital stock held by the Secretary of the Treasury. 

Recommendation 47 proposes ‘‘That a representative of the Secretary of the 
Treasury sit ex officio on all boards or commissions having the power to affect 
the fiscal policy of the United States.’’ This recommendation is advanced be- 
cause the Commission believes there is no present mechanism whereby the general 
policies of the various lending and insurance agencies are coordinated with the 
credit policies of the Department of the Treasury. With regard to the Export- 
Import. Bank, there is a present mechanism through which the Secretary of the 
Treasury conveys to the Bank the credit policies of the Federal Government. 
This is the National Advisory Council on International Monetary and Financial 
Problems which was established by law to coordinate the policies and operations 
of the Export-Import Bank, the International Bank, the International Mone- 
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tary Fund and all other agencies of the Government. to the extent that. they 
make or participate in making foreign loans or engage in foreign financing, 
exchange or monetary transactions. The Department believes that the pur- 
poses sought in recommendation 47 are already adequately provided for through 
existing arrangements. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of these views. However, the Bureau of the 
Budget has requested the Department to indicate that the relationship of the 
views expressed in this letter to the program of the President has not been deter- 
mined, and that these views shall not be construed as a commitment regarding 
legislation which has been or may be proposed to carry out the recommendations 
of the Commission. 

Sincerely yours, 
Turvuston B. Morton, 
Assistant Secretary 
(For the Secretary of State). 





APPENDIX 14—COMMENTS OF THE TREASURY DEPARTMENT 


TREASURY DEPARTMENT, 
Washington, June 14, 1955. 
Hon. Wituram L, Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 

My Dear Mr. CuarrMan: In accordance with your request, there are enclosed 
comments of the Treasury Department on the report on Lending Agencies of 
the Commission on Organization of the Executive Seuueh of the Government. 

The Bureau of the Budget has advised that there is no objection to submission 
of the comments to your committee for its consideration, but that the relation- 
ship of the comments on the recommendations to the program of the President 
has not been determined and the comments should not be construed as a commit- 
ment regarding legislation which has been or may be introduced to carry out the 
Commission’s recommendations. 

Very. truly yours, 
W. Ranvpoten Burasss, 
Acting Secretary of the Treasury. 


COMMENTS ON THE REPORT OF THE COMMISSION ON ORGANIZATION OF THE EXEc- 
UTIVE BRANCH OF THE GOVERNMENT ON LENDING AGENCIES—TREASURY 
DEPARTMENT, May 1955 


The Commission on Organization of the Executive Branch of the Government 
has presented a thorough and constructive report on Federal lending, guaranteeing, 
and insurance activities. This is one of the most complicated areas of Federal 
activity. The.area.is so broad and the functions so diverse that the development 
of consistent policy presents a constant challenge. It is an area where a large 
number of groups are actively striving toward the expansion of programs which 
in many cases, often unconsciously, tend to chip away steadily at the principles 
of sound finance. The Commission is to be commended for its efforts and the 
Department urges that this report be considered carefully in the development 
of sounder management of Government lending agencies. 

The Treasury Department agrees with the basic philosophy of the Commission’s 
report that “lending or guaranteeing loans is a function which the Government 
should undertake only when private enterprise cannot or will not perform the 
function, and then only iu furtherance of a justifiable Government purpose. 

The Treasury Department will continue to encourage recommendations which 
would put this sound and important principle into practical effect. In the 
comments that follow, the Treasury has not attempted to review each of the many 
recommendations which the Commission has made in housing, agriculture, busi- 
ness, and other fields. The comments are more in the nature of a preliminary 
discussion of the general principles that are involved, together with specific 
points in areas most directly concerned with Treasury activity. 


GENERAL DISCUSSION 


Where the original purpose has been completed or where it appears that ade- 
quate amounts of private capital are available, the Treasury agrees that lending 
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or guaranteeing programs should be liquidated as rapidly as possible. Loan 
programs which are considered essential to the credit needs of the Nation should 
be continued on a basis as financially self-supporting as is feasible. The estab- 
lishment of a new privately financed nationwide secondary mortgage market 
under provisions of the Housing Act of 1954 is an example of the application of 
this principle. 

If the Nation is to remain economically strong, it is important that the bene- 
ficiaries of Federal lending programs assume their maximum possible share of the 
financial burdens. In fairness to the taxpayers of the country as a whole, any 
Federal subsidies should be clearly labeled. They should be limited to portions 
of the cost beyond the capacity of non-Federal sources, and should be on a tem- 
porary basis with arrangements for their liquidation. 

For essential lending programs, adequate controls must be maintained over 
lending procedures to protect the interests of the public as a whole, and to assure 
that the intent of the program as expressed in the enabling legislation is not vio- 
lated. It is important that the Government Corporation Control Act be fully 
operative in the lending area. It is also important that there be proper coordina- 
tion of lending policy with the Government’s fiscal, monetary, and debt manage- 
ment policy. ; 

The Department recognizes, however, that the principle of self-sufficiency for all 
Federal lending programs has certain practical limitations. If the Government is 
to be a last-resort lender to marginal borrowers, avoiding competition with estab- 
lished credit channels, those programs cannot always be financially secure when 
measured by conventional standards. Some increased element of risk to the lender 
is ihevitable and must ‘be Treasuretk against othervealeulated etorromie* gains in- 
volved: It seems difficult, for’ example,:to-raise interest rates charged by the 
Small Business Administration to a point where the agency is entirely self-support- 
ing and yet accomplish the purpose which Congress had in mind when the agency 
was established as a kind of safety valve for the marginal business borrower. 


EXPORT-IMPORT BANK 






























The recommendations of the Commission concerning the Export-Import Bank 
suggest that the bank should cease ‘‘normal commercial short-term import-export 
loans,’”’ and that it should be the sole agency for long-term loans by the United 
States Government. 

The Export-Import Bank does not engage in activities in competition with 
commercial banks in extending normal short-term credit facilities. Its lending 
activities supplement the credit resources available in the private market. In 
addition to such long-term loans as are considered desirable in the United States 
interest, it makes medium-term credits available to American exporters to enable 
them to carry on their activities in foreign trade and these credits are the sort 
which are not being provided at present by the private banking system. The 
bank’s activities in the field of exporter credits have been given strong support by 
the congressional Committees on Banking and Currency and by the Citizens 
Advisory Committee appointed by the Senate Banking and Currency Committee 
in the 83d.Congress, 2d session. 

The Treasury supports the principle that the Export-Import Bank for the longer 
term should be the exclusive United States Government (as distinct from interna- 
tional) instrument for external lending. However, it appears appropriate to place 
a portion of the assistance given in current extraordinary foreign aid programs on a 
contingent repayment basis where feasible. 


INTERNATIONAL MONETARY FUND 





Regarding the Commission’s recommendations on the International Monetary 
Fund, the fund has a major role to play in support of convertibility of currencies, 
in exchange-rate questions and removal of restrictions, and in fostering sound 
financial and monetary policies. The President’s message of March 30, 1954 
stated: “The United States will support the use of the resources of the Interna- 
tional Monetary Fund as a bulwark to strengthen the currencies of countries 
which undertake convertibility.” 

Pursuant to Public Law 142, 81st Congress, the National Advisory Council on 
International Monetary and Financial Problems reports regularly to the Congress 
on the activities of the International Monetary Fund and the International Bank 
for Reconstruction and Development with ‘“‘an overall appraisal of the extent to 
which the operations and policies of the fund and the bank have served, and in 
the future may be expected to serve, the interests of the United States.”’ 
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CONTINGENT LIABILITIES 


The Department questions the desirability for the classification on Treasury 
statements of unused borrowing authority of the home-loan banks, Federal 
Deposit Insurance Corporation, and Federal Savings and Loan Insurance Corpo- 
ration as contingent liabilities of the Treasury. Neither the unused’ borrowing 
authority of other Government corporations nor the unobligated appropriations 
of regular operating agencies is so classified. When obligations are incurred 
against that authority they are, of course, included in regular Treasury reports. 
The concept of contingent liabilities itself is subject to many different interpreta- 
tions. 

In conclusion, the Treasury again wishes to express its appreciation for the 
valuable contribution which the Commission has made toward sound finance in 
a very difficult field. Although the Treasury has not commented specifically on 
many of the Commission’s recommendations, it is ready and willing to cooperate 
with the Commission and with agencies concerned to the greatest extent possible 
to establish and carry out principles of sound financial management of lending 
programs. 


TREASURY DEPARTMENT, 
Washington, July 29, 1956. 
Hon. Wruutam L. Dawson, : 
Chairman, Executive and Legislative Reorganization Subcommittee 
of the Committee on Government Operations, 
House of Representatives, Washington, D. C. 


My Dear Mr. Cuarrman: In your letter of June 30, 1955, you indicated that 
your committee was particularly interested in having comments from the Treasury 
Department on recommendations 23, 43, 44, 45, 46, and 47 of the Report on 
Lending Agendies of the Hoover Commission. Our comments on those recom- 
mentations are attached. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of these comments to your committee. We have 
been further advised that the relationship of the views expressed in the comments 
to the program of the President has not been determined, and that the comments 
shall not be construed as a commitment regarding legislation which has been or 
may be proposed to carry out recommendations of the Commission. 

Very truly yours, 
W. RANpDo.LpH BuraGgss, 
Acting Secretary of the Treasury. 


Recommendation No. 23 


“That the banks for cooperatives be required to place their holdings of United 
States securities in the Treasury in return for a noninterest-bearing credit.’’ 

The Federal Government has a majority interest in the banks for cooperatives, 
but a substantial and increasing proportion of the capital stock is privately owned. 

One of the purposes of investing Government capital in these banks, and in 
other Government-sponsored agenceis, was to establish a sound financial structure 
that would permit the administration of the operation in a businesslike manner 
and encourage private capital to come into the picture. 

A further objective was to enable the banks to finance their own operations, 
through private channels, without recourse to further Government funds. 

In order to assure proper credit standing, it is important that the total capital 
funds of the banks from public or private sources be properly related to the size 
of the operation. Normal business practice would indicate that it is prudent for 
the banks to maintain some liquid reserves which should be invested in Government 
securities. The maintenance of such reserves is necessary to insure the banks’ 
standing with private lenders, and, in our opinion, a noninterest-bearing credit 
would not be as effective in establishing the banks’ credit position. 

It ic of course possible that more Government capital has been placed in some 
agencies than is needed to support a sound, businesslike operation. The Treasury, 
however, does not consider the mere ownership of Government securities as suf- 
ficient evidence that the banks for cooperatives are overcapitalized. 

The Treasury believes that the payoff of Government capital should be accel- 
erated wherever possible on an orderly, businesslike basis; but we do not recom- 
mend that the banks for cooperatives be required to place their holdings of 
Government securities in the Treasury in return for a non-interest-bearing credit. 
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Recommendation No. 43 


“That the Secretarv of the Treasury be required to impose rates of interest on 
the agencies discussed in this report for Federal advances or contributions equal 
to the going rate of interest paid by the Treasury on its obligations of comparable 
maturity.” 

The Treasury is in complete agreement with this recommendation. This is a 
sound principle which is fair to the lending agency, the borrower, and the taxpayer 
alike. Each ageney borrowing from the Treasury should pay a rate for the period 
it needs the money consistent with the rate that the Treasury has to pay for bor- 
rowin? of similar maturity in the market. Each agency thus gets a lower rate 
than it would if it had to borrow directly in the market, since typically the Gov- 
ernment can borrow more cheaply than any other borrower. 

Wherever the law permits, the Treasury is already following this principle. 

The Treasury loans money to the Commodity Credit Corporation, for example, 
at a l-year rate. That rate is tied directly to the rate the Treasury has to pay 
for 1-year borrowing at the time the Commodity Credit Corporation borrowing 
takes place. Similarly, loans to the Secretary of Agriculture on behalf of the 
Farmers’ Home Administration are for a 5-year period, consistent with the aver- 
age length of time they need the money, and the loans bear a rate of interest ap- 
propriate to that maturity. 


Recommendation No. 44 


“That all lending and guaranteeing agencies charge such fees to their borrowers 
as will permit them to reimburse the Treasury for the cost of money advanced 
to them and cover their own administrative expenses.” 

The Treasury agrees with this recommendation. Although the Department 
recognizes that the principle of complete self-sufficiency in all Federal lending 
programs has certain practical limitations, it is nevertheless desirable that at 
least this part of their operations be covered adequately. 


Recommendation No. 45 


‘‘That the recommendation made by the 1947-49 Commission on Organization 
of the Executive Branch be adopted: ‘We recommend that all Government 
business enterprises be required to surrender to the Treasury all United States 
securities held, up to the amount of the capital furnished them by the Govern- 
ment, and that they receive in return noninterest-bearing credit in the Treasury. 
They. should..not be allowed to invest their idle funds in any other securities 
except, as:authorized by the Congress. This recommendation does not include 
trust accounts.’ ” 

The Treasury’s position in this regard has already been discussed in the com- 
ments on recommendation No. 23. In fairness to the substantial private equity 
in these enterprises, as well as to encourage additional private investment and 
facilitate the retirement of Government capital, such enterprises should be 
managed in the most efficient and businesslike manner possible. 

The Treasury feels that investment of part of the agencies’ working capital in 
United States Government securities is a legitimate use of funds, although it is 
urged that the practice be confined strictly to funds needed for working capital 
purposes in order to retain the business characteristics of the agency’s operations 
as closely as possible. Each agency should have a plan which will result in the 
gradual retirement of capital furnished by the Government wherever possible, 
but that retirement should be carefully planned rather than accomplished so 
quickly as to impair the businesslike operation of the activity. 


Recommendation No. 46 


“That all nonmutualized agencies engaged in lending, guaranteeing, and 
insurance be required to report each year to the Congress and the Treasury in a 
form determined by the General Accounting Office the total amount by which 
earned income failed in the previous year to cover: 

(a) Operating expenses; 

**(b) Interest on advances by the Government at a rate equal to that on 
the public debt of comparable maturity; 

““(e) Losses on loans or investments; 

‘“*(d) Reserves against losses; and 

““(e) If the agency is not paving a return on the Government’s investment, 
interest received on holdings of United States securities up to the amount 
of the Government’s investment.” 

The Treasury is in accord with this recommendation. However, to insure 
complete comparability with private financial practice it should be made clear 
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that losses on loans or investments and changes in reserves are to be reported on 
a net basis so as to reflect recoveries on loans and transfers from reserves as well. 


Recommendation No. 47 


“That a representative of the Secretary of the Treasury sit ex officio on all 
boards or commissions having the power to affect the fiscal policy of the United 
States. His major function when serving in this capacity would be to convey to 
such agencies the credit policy of the Federal Government.” 

Effective interagency coordination on lending programs requires that those 
charged with the responsibility of formulating and administering the various 
programs have a complete understanding of the overall credit policy of the Federal 
Government. It is equally important that those who make overall credit policy 
have good current information on the problems involved in each lending agency 
program 

The Treasury feels that the useful exchange of information implicit in this 
recommendation would be mutually beneficial to all concerned, and would lead 
to a more efficient discharge of administration responsibility in this area. 

A more detailed analysis would be required to determine precisely how this 
aim could best be achieved. The Commission’s recommendation appears to go 
further than would be necessary or desirable. 


APPENDIX 15—COMMENTS OF THE VETERANS’ ADMINISTRATION 


May 26, 1955. 
Hon. Witiuram L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C 


Dear Mr. Dawson: This is in further reply to your letter of March 18, 1955, 
requesting that certain information be furnished to the committee with respect 
to the recommendations of the Commission on Organization of the Executive 
Branch of the Government in its report on lending, guaranteeing, and insurance 
activities of the Federal Government. 

The following comments deal, first, with certain recommendations which would 
affect the loan guaranty and direct loan programs administered by this agency 
under title III of the Servicemen’s Readjustment Act of 1944, as amended, and, 
second, with the recommendation concernimg:the insurance program of the Vet- 
erans’ Administration. No particular comment by the Veterans’ Administration 
seems to be indicated, in connection with your request, with respect to other 
recommendations in the report. 


RECOMMENDATIONS WITH RESPECT TO LOAN GUARANTY AND DIRECT LOAN VA 


PROGRAMS 
Recommendation No. 9 


“That no change be made in the expiration dates of the loan privileges under 
the veterans’ housing program, other than in the direct loan program referred to 
above.” 

1. Effects on operations of VA.—In general, the authority to grant or insure 
loans made by banks and others to veterans under title III expires in July 1957 for 
veterans of World War II and in January 1965 for veterans of the Korean service 
period. The recommendation contemplates that after the established terminal 
dates the Veterans’ Administration will cease guaranteeing or insuring loans made 
by private capital sources to veterans for home, farm, and business purposes, and 
will not make direct loans on residential dwellings and farmhouses in areas where 
private capital is not available to veterans generally after the terminal date of the 
World War II loan guaranty program authorization in July 1957. This latter 
aspect would involve implementation of the President’s recommendation that the 
existing direct loan authorization which expires on June 30, 1955, be continued 
until July 25, 1957. Legislation is now pending in the Congress to implement this 
recommendation of the President. 

Accordingly, recommendation No. 9, if adopted and carried out, would not 
require legislative or administrative actions altering the existing situation except 
to the extent legislative extension of the direct loan program is indicated. 

%. Effects on nationa! economy, etc.—It is difficult to predict the effects that this 
recommendation would have on the national economy, private citizens, and 
private enterprises. The home construction industry has played a major role 
in recent years, and is presently doing so, in the maintenance of the national 
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economy. Veterans’ home loans have, of course, materially affected this situa- 
tion, as illustrated by the fact that through the end of 1954 nearly 4 million 
guaranties had been issued since 1944, of which almost 1 million had been issued 
in the 3 years ending December 31, 1954. At the current rate of receipt of new 
cases, it may well be that in the remaining period before World War II entitlement 
runs out in July 1957, another 1 million loans will have been guaranteed. 

The effect of the acceptance of the recommendation is better indicated by 
evaluating the number of loans, based on experience, that an extersion of the basic 
program would permit to be guaranteed. This has been computed as at least 1 
million loans in a 3-year period, and the number might go considerably higher, 
since the availability of private funds for GI loans on favorable terms was greatly 
restricted during most of the 3-year period of experience on which this estimate is 
based. On the other hand, it must be remembered that acceptance of this recom- 
mendation will not necessarily mean that there will be 1 million fewer homes 
built or home loans made in a 3-year period from July 1957 to July 1960 than 
would be the case if the World War II program were extended. It does seem 
certaip, however, that considering the favorable terms available to veterans, a 
very substantial number of loans will not be made on a conventional or FHA basis 
which would be made if there were an extension of the authority to guarantee or 
insure loans. Therefore, it may be expected that the early termination of this 
program would necessarily have an effect on the national economy, as well as on 
private citizens and private enterprises, by removing a significant factor influenc- 
ing the residential construction industry and its related fields. 

3. Effects in terms of economy and efficiency——No economies or changes in the 
level of efficiency can be attributed to recommendation No. 9, since it does not 
contemplate curtailment or change in operations under existing authority except 
for the limited extension of the direct loan authorization. 

4. Overall desirability or undesirabilty of the effect of recommendation.—It. has been 
the position of the Veterans’ Administration that the desirability or undesira- 
bility of extending the loan-guaranty program is one of broad legislative policy 
as to which this agency, in reporting on legislation providing for an extension, 
has deemed it inappropriate to make recommendation. The Bureau of the Budget 
has advised in connection with a prior report of the Veterans’ Administration on 
S. 302, 84th Congress, to the Senate Committee on Labor and Public Welfare, 
which bill proposed to extend the terminal date of the World War II loan-guranty 
authority to July 1960, that the proposed extension at this time would not be in 
accord with the program of the President. If an extension should be planned, it 
would, of course, be preferable to authorize it early so that the veteran public 
would be aware that no rush would be necessary to avoid losing the opportunities 
afforded by the availability of the GI loan assistance. This is of practical im- 
portance from the standpoint not only of the plans of veterans with respect to 
home acquisition, but also with respect to the possible effects of an acceleration 
of activity in the later stages of the program on the housing industry. 

Despite recent improvement in the availability of guaranteed loans and the 
further improvements expected as a result of the voluntary home-mortgage credit 
activities, there will continue to be certain rural and semirural areas in which 
private loans will be unavailable at the current interest rate of 4% percent for 
purposes of loan guaranty. Therefore, a continuing need exists for the direct 
loan authority, and the Veterans’ Administration has recommended favorable 
consideration by the Congress of pending legislation to extend the direct loan 
authority to July 25, 1957, to make additional funds available therefor, and thus 
to carry out the recent recommendation by the President. 


Recommendation No. 18 


“That the Government dispose of all repossessed housing units held by it as 
soon as practicable.”’ 

The practices of the Veterans’ Administration in connection with disposition 
of properties acquired in connection with the Servicemen’s Readjustment Act pro- 
gram are essentially in accord with this recommendation. The definite policy of 
this agency is to dispose of properties as soon as buyers can be found who are 
willing to pay reasonable prices. 


Recommendation No. 44 


“That all lending and guaranteeing agencies charge such fees to their borrowers 
as will permit them to reimburse the Treasury for the cost of money advanced to 
them and cover their own administrative expenses.” 

1. Effects on operations of VA.—Acceptance of this recommendation would 
require changes in the existing law, which contemplates that no charges will be 
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made to veteran beneficiaries to cover the administrative costs of the loan- 
guaranty program. Adoption of the recommendation would affect the operations 
of the Veterans’ Administration in several respects. The collection of a fee, as 
recommended, would to a considerable extent negate the basic philospohy of 
this program, which was established to provide a special form of readjustment 
assistance and preferential treatment to veterans who served in World War II 
or during the Korean service period. This concept is likewise applicable to other 
readjustment programs for war veterans, an essential feature of which has been 
the furnishing by the Government of the administrative service without charge 
to the veteran. The suggested change would place the GI loan in the category 
of a service to be purchased and would require material changes in the adminis- 
tration of the program. These would include the collection and accounting for 
fees, which activities would themselves entail additionai administrative expenses 
which would increase the amount of the administrative charge against the veteran 
if the plan were placed into effect. 

2. Effects on national economy, etc.—In practical effect, this recommendation 
would apparently involve charging veterans a fee of $25 or more to cover adminis- 
trative expenses. While this would diminish the preferred position of veterans 
with respect to loan-credit assistance, it is doubted that it would assume any 
considerable magnitude as a deterrent or that it would exercise any considerable 
effect upon the national economy, private citizens, or private enterprise. 

3. Effects in terms of economy and efficiency.—This recommendation would 
result in certain economies through the capture of a fee to cover certain adminis- 
trative expenses in connection with the making, guaranteeing, and insuring of 
future loans under the servicemen’s readjustment program. It would be necessary 
to employ additional personnel to handle the collection and accounting for fees, 
but it is assumed that the charge to the veteran would be in such amount as 
would be calculated to cover this increased item of cost. We can see no increase 
in efficiency that would be produced by the adoption of this recommendation. 

4. Overall desirability or undesirability of the effect of recommendation.—It is the 
opinion of the Veterans’ Administration that the overall effects of recommenda- 
tion No. 44 would be undesirable. This view is based upon the fact that it 
would run counter to the benefit concept of the loan-guaranty program, would 
involve larger administrative cost for the conduct of operations, and would 
produce an inequity as against the large number of veterans who have not yet 
utilized their loan entitlement, considering that over 4 million loan applications 
had been received cumulatively by January 1, 1955, and had been processed at 
public cost. 


RECOMMENDATION AS TO VA INSURANCE ACTIVITINS 


Recommendation No. 40 


“That the veterans’ life-insurance program be reorganized on a self-sustaining 
basis, paying its own administrative expenses, and be made subject to the Federal 
Corporation Control Act in order to secure the advantages of more efficient 
organization under that act.’ 

The information desired by the committee pertinent to this recommendation 
can best be provided by general discussion, rather than attempting to break the 
comments down in accordance with the specific questions presented. It is 
believed that the following will adequately serve the purposes of your request. 

Under the basic insurance laws, including the World War Veterans’ Act, 1924, 
as amended, and the National Service Life Insurance Act of 1940, as amended, 
premiums paid on United States Government life insurance and national service 
life insurance, together with the earnings thereon, were constituted trust funds 
for the benefit of the policvholders. These laws also specify that the United 
States shall be liable for the administrative costs of the insurance programs. 
This undertaking on the part of the Government is a material part of the insurance 
contract. ‘Consequently, legislation to authorize the shifting of the burden of 
administrative costs to the policyholders would be an unwarranted change of 
policy as against present policyholders. Furthermore, it is evident that such 
legislation would be held by the Supreme Court to exceed the constitutional 
powers of the Congress. 

Accordingly, it appears that this recommendation of the Commission cannot, be 
validly carried out to the extent of placing the basic insurance program on a self- 
sustaining basis. It may be pointed out, however, that virtually all policies 
currently being issued, as distinguished from those issued prior to April 25, 1951, 
the date of enactment of Public Law 23, 82d Congress, are pursuant to section 621 
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of the National Service Life Insurance Act of 1940, as amended, which was added 
by Public Law 23. This type of insurance is nonparticipating, the premiums 
are paid into a revolving fund, and claims are paid directly from that fund. 
Experience to date indicates that a surplus is developing in this fund and will 
continue to increase in size unless, unexpectedly, mortality experience is sharply 
changed by some unusual development. The law does not specifically provide 
as to the ultimate disposition of any surplus in this revolving fund, but it is 
assumed that it will eventually be covered into miscellaneous receipts of the 
Treasury and such a surplus may equal or even exceed the costs of administering 
this particular system of insurance, thereby rendering it, in effect, self-sustaining. 

If it is intended by this recommendation that a Government corporation be 
established to handle the insurance program or that it be reorganized in some other 
way which would completely separate it from other activities of this agency, there 
are strong reasons against such a move. Under the plan of reorganization of the 
Veterans’ Administration established in 1953, the insurance program is con- 
ducted on a largely self-contained basis. However, there still exist valuable 
relationships with other program operations, as well as with staff activities, and 
these should be preserved in the interests of efficiency and economy. As an ex- 
ample, it is highly important that records containing information which may bear 
on entitlement to more than one benefit be integrated and readily available. 
The association and comparison of records as between program operations serves 
to protect both the individual and the Government. It would not be practicable 
to have the insurance program operated on a wholly independent basis, with 
reliance placed solely on its own segregated records, without having regularly 
available other pertinent records within the Veterans’ Administration. Further- 
more, any -legislative or other action to “‘freeze’’ the insurance program into a 
separate organization would interfere with the flexible authority possessed by the 
Administrator under section 1 (b) of the act of July 3, 1930 (88 U.S. C. 11), to 
organize and reorganize most of the program activities of this agency as changing 
conditions and needs may indicate. 

One purpose of the recomendation is to make the veterans’ insurance program 
subject to the Federal Corporation Control Act. This would involve the inclusion 
of a business rather than a trust fund presentation in the annual appropriation 
estimates and would call for a corporation-type audit by the General Accounting 
Office. Considerable modifications in budgetary and accounting operations would 
be required. The Commission has not indicated deficiencies in present operations 
and methods of the insurance activity which would be corrected by placing the 
program under the Corporation Control Act, and it is not believed that any sub- 
stantial advantages would result from this recommended change. 

In view of the foregoing considerations, it is the conclusion of the Veterans’ 
Administration that, in large part, the recommendation could not be legally 
implemented and that, to the extent the recommendation could be validly accom- 
plished, the overall effects would not be desirable. 

Advice has been received from the Bureau of the Budget that there would be no 
objection to the submission of this report to the committee for its consideration. 
However, the Bureau further advised that the relationship of the views on the 
recommendations of the Commission on Organization of the Executive Branch of 
the Government expressed herein to the program of the President has not been 
determined, and that this report shall not be construed as a commitment regarding 
legislation which has been or may be proposed to carry out the recommendations 
of the Commission. 

Sincerely yours, 
H. V. Hieiey, Administrator. 


x 














